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Dear Fellow Shareholder,

| 'am pleased to share our financial results for 2001 with you.
We reported four quarters of record revenues, totaling $65.4
million for the year, compared to $48 million in 2000. Adjusted
Earnings Before Interest, Taxes, Depreciation and Amortization
{EBITDA) were greatly improved, totaling a loss of $10.5 million
excluding one-time restructuring costs, compared to a loss of
$18.9 million in 2000, and resulting in our first quarter ever as a
public company of EBITDA profitability. The net loss for 2001 was
$35.8 million, compared to a net loss of $24.9 million in 2000.
Our gross margin at year-end was 64% percent. We cut our
operating cash "burn” rate approximately in half, ending 2001
with $5.8 million in cash, and we continued to manage our
expenses carefully. We also continued to acquire strategically,
adding edu.com, Inc., a provider of student-only values on
consumer electronics; OCM, Inc., a leading university-endorsed

direct marketer, and its smaller competitor, CarePackages.com.
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All of these accomplishments reflect steady progress. More
important, they reflect promises kept. Last year at this time, |
announced in this report that the powerful engine that we have
been building and tuning since 1992 was poised to accelerate
our journey to profitability. Further, we anticipated that our
strength, and the leadership foundation upon which it's built,
would also enable us to continue to consider mergers and acqui-

sitions that fit our strategic direction.

We have come far, but the journey is far from over. During the
year, | was able to speak to our shareholders, hear their concerns,
and respond as best | could to their questions. As positive as
these results are, as proud as | am of the men and women who
are responsible for achieving them, and as bullish as | continue
to feel about our direction, these accomplishments do not mask
the disappointment and frustration that our shareholders feel

and | share in our stock price at year-end.

The success we hope to achieve for our shareholders, our student
members, corporate and university partners, and our employees
is in front of us. That is why our focus is on the future, on set-

ting the standard for commerce in higher education.

Having achieved critical mass through acquisition, our emphasis
in 2001, as it is today, was on our core business - transactions,
transactions, and transactions. Our goal remains to enhance stu-
dent commerce from our position of leadership at the intersec-
tion of students, businesses and universities. Simply put, our
mantra is to make what students need easily available to them,
help them buy it less expensively, and help them pay for it more
conveniently. I'll expand on these themes in the Operating

Highlights over the next two pages.

Lastly, no discussion of 2001 can be complete without acknowl-
edging the effect the events of September 11th have had on us.
We felt them primarily in two ways. We felt the impact as a
business in that the attacks occurred at a crucial time in our
back-to-school season. However, the more significant impact, by
far, has been on the millions of students whom we reach, young
men and women who never before have had to cope with
finding the meaning of such horrific events. I'm proud that

our online resources provided an outlet, albeit a small one in
the context of the enormity of the attacks, for students to

communicate their feelings.

t want to thank my fellow employees for their hard work and
dedication to serving the needs of our student members and
customers and our corporate and university partners during
these challenging times. Our goal for 2002 is to reward your
confidence and patience with improved financial performance

and greater shareholder value.

Sincerely,

/.

Raymond V. Sozzi, Jr.




Johnson & Wales University

“Student Advantage is emergingasa B

national leader in providing commerce .
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2001 Operating Highlights

2001 was a transitional year for Student Advantage, one marked by
several significant events, the most gratifying and momentous of
which was our success in reaching EBITDA profitability for the third
quarter. We also reported four quarters of record revenues. To reach
these milestones, we sharpened our focus on students - what they
want, the price point at which they want it, and the method in
which they'll pay for it - all the while strengthening our commit-

ment to university-endorsed transactions and commerce.

During the year, our SA Cash stored-value payment system gath-
ered momentum, our college sports network of official athletic
sites grew by a third while the number of our online stores grew by
nearly two-thirds, we acquired a leading university-endorsed direct
marketer to students and their parents, we sharpened our focus on

our student-facing products, and we integrated our sales effort.

Student Advantage's leadership position in the student member-
ship market, which is all about helping students buy things they
want or need, has cleared the way for us to move to the next
generation - helping students pay for the goods and services we
help them buy. After a two-year beta test at six schools, the SA
Cash stored-value program was rolled out to a wider audience at
leading institutions of higher learning in the country in the 2001
back-to-school period. We ended the year with 15 schools oper-
ational and two maore under agreement- American, Dartmouth,
Johns Hopkins, Carnegie Mellon and Princeton among them. The
diversity and reputation of the schools that have joined the pro-
gram have resulted in powerful momentum for a payment sys-
tem that is popular among universities, merchants, students, and

their parents.

Universities are becoming big fans of SA Cash for a number of
reasons. Notably, the program gives universities more value for
their ID cards without adding significant administrative burdens
or labor costs. We provide partner schools and merchants with a
one-stop solution that comes packaged with a dynamic campus

marketing program.

While SA Cash continues to increase the value of University 1D's,
our college sports network - FANSonly -- heightens awareness
for college athietic programs and builds athletic department rev-
enue and fan support through expanding sales at online college
athletic stores. During the year, Student Advantage’s position of
absolute leadership in providing official college athletic sites was
secured. Our college sports network grew to 121 official athletic
sites with the addition of 30 new partners, a 33 percent increase
over 2000. The number of official online team merchandise
stores that we operated increased by 60 percent to 72, making
Student Advantage a leading online retailer for licensed colle-
giate merchandise. Our college sports network was among the
top 10 sports sites for unique visitors for every month of 2001,

according to Media Metrix.
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North Carolina - -
 State Univer:

In June we acquired OCM
Enterprises, Inc. (now OCM Direct,
Inc.), a feading university-
endorsed direct marketing firm.
Also during the year, we acquired
edu.com, Inc,, a provider of stu-
dent-only values on consumer
electronics, and CarePackages.com,
Inc., a small competitor of OCM.
These acquisitions, particularly
that of OCM, were strategically
significant because they enabled
us to deepen our relationships
with more than 900 schools and
campus organizations. They also
gave us a direct mail marketing
circulation of approximately six
million mailings a year, many of
them to incoming freshmen and

their parents.

OCM, edu.com and
CarePackages.com’s products -
linens, consumer electronics, com-
puter hardware and software,
exam-period "goody" bags and

care packages for students — are

extremely popular. They also enable us to introduce students to

other Student Advantage products.

Continuing a consolidation process that began with our earliest
acquisitions, in 2001 Student Advantage undertook a restructur-
ing among our student-facing product lines, a move aimed at
capitalizing on the strength of the Student Advantage brand. The
advantages of focusing on brand are several, the most notable of
which is the ability it gives us to streamline and integrate our
sales unit. Practically, it means that our teams build broader
marketing solutions for our corporate partners utilizing a greater

number of Student Advantage products and services.

We enter 2002 with our business more sharply focused than ever
and with our numbers heading in the right direction. We reduced
our workforce by approximately 15 percent at the end of 2001,
achieving expected savings of approximately $5 million, and we
are continuing to control expenses carefully. Our focus in 2002 -
sharpened by experience over the decade we've been in business
- will be to strengthen the leadership position we've built for
ourselves in becoming the standard for commerce for the

nation’s colleges and universities.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

In addition to historical information, this Annual Report on Form 10-K contains forward-looking
statements. Any statements contained herein (including without limitation statements to the effect that the
Company or its management “believes,” “expects,” “anticipates,” “plans,” and similar expressions) that
relate to future events or conditions should be considered forward-looking statements. These forward-looking
statements are subject to certain risks and uncertainties that could cause actual results to differ materially
from those reflected in these forward-looking statements. Factors that might cause such a difference include,
but are not limited to, those discussed in the section entitled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations —— Certain Factors That May Affect Future Results.”
Discussions containing forward-looking statements may be found in the materials set forth under “Item 1.
Business”, “Item 2. Properties” and “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations.” Readers are cautioned not to place undue reliance on these forward-looking
statements, which reflect management’s opinions only as of the date hereof. The Company undertakes no
obligation to revise or publicly release the results of any revision to these forward-looking statements, whether
as a result of new information, future events or otherwise.

LR TS

PART I

Item 1. Rusiness

Student Advantage, Inc. is an integrated media and commerce company focused on the higher education
market. We work in partnership with more than 1,000 colleges and universities, student organizations and
alumni associations, and more than 15,000 participating business locations to develop products and services
that enable students to make less expensive and more convenient purchases on and around campus. Our
exclusive university and business relationships allow us to sell campus-specific products and services and
licensed collegiate sports memorabilia directly to parents, students and alumni.

We reach consumers offline through Student Advantage Campus Services, which includes the Student
Advantage Membership, SA Cash and OCM Direct, and online through our highly trafficked websites:
studentadvantage.com, CollegeClub.com and our FANSonly Network. On March 25, 2002, the Company re-
branded the FANSonly Network as the Official College Sports Network (“OCSN”). The Student Advantage
Membership Program is a national fee-based membership program that provides its student members with
exclusive benefits including ongoing discounts on products and services currently offered by more than 15,000
participating locations. Discounts are made available to students both through our studentadvantage.com
website and at sponsors’ retail locations and are heavily promoted at our CollegeClub.com website. The SA
Cash Programs enable students to use their college ID cards as a method of payment (stored-value card) for
off-campus dining, shopping and other purchasing needs. OCM Direct is a direct mail marketing business that
provides college and university-endorsed products, including residence hall linens, and related accessories, care
packages, and diploma frames to students and their parents. OCSN is the largest, most trafficked network on
the web devoted exclusively to college sports, providing online brand management and content delivery to
more than 120 top schools and athletic conferences. We also offer business-to-business marketing and event
management and execution services through SA Marketing Group.

Student Advantage, Inc. was incorporated in the State of Delaware on October 20, 1998. The Company
began operations in 1992 as a sole proprietorship, converted to a general partnership in 1995, converted to a
limited liability company in 1996 and became a C corporation in 1998. From inception through December
1997, our revenue was derived primarily from annual membership fees. Since that time, we have expanded our
product and service offerings through internal growth as well as acquisitions. The Company’s principal
executive offices are located at 280 Summer Street, Boston, Massachusetts 02210, and our telephone number
is (617) 912-2000.

On May 10, 2001, the Company acquired certain assets of Edu.com, Inc., a privately held e-commerce
company specializing in sales of consumer electronics, hardware and software to students. Prior to the
acquisition, the Company was a stockholder of Edu.com and a party to a marketing and distribution
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agreement with Edu.com. On November 12, 1999, the Company made an equity investment in Edu.com of
approximately $4.3 million in exchange for approximately 922,000 shares of Series B preferred stock and
entered into a marketing and distribution agreement with Edu.com providing for payments of $2.0 million to
the Company over the term of the agreement. In January 2000, we invested an additional $1.0 million in
exchange for approximately 217,000 shares of Series B preferred stock. At December 31, 2000, $1.0 million
remained payable under the agreement. In satisfaction of this obligation, we accepted a secured promissory
note, which was payable on December 31, 2001, from Edu.com. In connection with the acquisition of certain
assets of Edu.com in May 2001, we issued 90,000 shares of our common stock and a warrant to purchase
225,000 shares of common stock with an exercise price of $2.28 and a warrant to purchase 225,000 shares of
common stock with an exercise price of $3.42, and assumed certain liabilities of Edu.com. In addition, we
canceled the $1.0 million secured promissory note previously issued to us by Edu.com in exchange for the
transfer of assets securing the note.

On May 31, 2001, the Company completed the sale of its Rail Connection business to Wandrian, Inc.
(“Wandrian”), for aggregate consideration of $0.6 million, in the form of a secured promissory note for
$0.2 million payable over the next three years and a second promissory note for $0.4 million, convertible into
Wandrian’s Series B Preferred Stock and maturing on May 31, 2006.

On June 25, 2001, the Company entered into an Agreement and Plan of Merger (the “Agreement”), by
and among the Company, Orion Acquisition Corp., a wholly owned subsidiary of the Company (“Orion”),
OCM Enterprises, Inc. (“OCM”) and Devin A. Schain, Michael S. Schoen, Howard S. Dumbart, Jr., Paul
D. Bogart and Steven L. Matejka (the “OCM Stockholders™). Pursuant to the Agreement, OCM was merged
with and into Orion, which survived the merger and changed its name to OCM Direct, Inc. (“OCM Direct”).
The aggregate consideration paid by the Company to the OCM Stockholders in connection with the
acquisition of OCM was (i) $8.0 million in cash paid at the closing, (ii} 2,433,333 shares of the Company’s
common stock, issued at the closing, (iii) shares of common stock to be issued not later than June 25, 2002
with a value of $1.25 million at the time of issuance based on the average of the last reported sales prices per
share of common stock over the ten trading days ending on the trading day that is three days prior to the date
of issuance, provided that the number of shares will not be less than 208,333 or greater than 1,250,000, and
(iv) in the event that OCM Direct attains certain revenue performance goals described in the Agreement after
the closing, up to $1.5 million payable at the Company’s option in either shares of common stock or a
combination of shares of common stock and cash, with the shares of common stock valued at the time of
issuance based on the average of the last reported sales prices per share over the ten trading days ending on the
trading day that is three days prior to the date of issuance or $1.00, whichever is greater, subject to adjustment
under certain circumstances.

On October 1, 2001, the Company, through our wholly-owned subsidiary, OCM Direct, Inc., acquired
substantially all of the assets of CarePackages.com, LLC, a privately held e-commerce company specializing
in the sale of direct mail gift packages and care packages to college students and their parents. In connection
with the acquisition, OCM Direct created a wholly owned subsidiary, CarePackages, Inc., and the Company
issued 100,000 shares of Student Advantage common stock and paid $30,000 in cash.

On October 2, 2001, the Company announced a restructuring, which included a reduction in staff of
approximately 15% of its total employees and charges related to operating leases for office space no longer
utilized in the Company’s current operations. As of December 31, 2001 we had approximately 382 full time
employees.

On November 7, 2001, the Company transferred substantially all of the assets and liabilities relating to
our Voice FX business to a newly formed, wholly owned limited liability company, Voice FX, LLC (“Voice
FX”). As of the same date, two former managers and owners (the “Buyers”) of our Voice FX business, who
sold the business to Student Advantage in 1999, entered into a call option agreement (the “Option”} with the
Company to purchase all of the Company’s interest in Voice FX. As consideration for the entering into the
Option, the Company received $0.9 million, of which $0.6 million was paid in cash and $0.3 million was in the
form of a Promissory Note (the “First Note”), bearing interest of 12.9%, with a maturity of December 31,
2002. The Option was exercised on November 7, 2001 and on December 31, 2001 we sold our interest in Voice
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FX to the Buyer for consideration consisting of a Promissory Note for $3.0 million (the “Second Note”), a
Promissory Note for $0.9 million (the “Third Note™), and $1.1 million related to the net working capital of
the Voice FX business, of which $0.2 million was received January 3, 2002 and $0.9 miilion was received on
March 28, 2002. The Second Note, bearing interest of 14.5%, requires payments of interest to begin on
March 31, 2003, with the principal and remaining interest coming due on December 31, 2006. The Third
Note, which is non-interest bearing, requires payments of principal beginning June 30, 2003, with the final
payment coming due on December 31, 2007. On December 28, 2001, the Company and the Buyer entered
into two marketing agreements, whereby the Company will provide marketing and promotional services to the
Buyer for a cumulative fee of $2.7 million. The services will be provided from January 1, 2002 through
March 31, 2006.

On November 26, 2001, the Company completed the sale of its eStudentLoan business to a third-party.
As consideration for the transaction the Company received net proceeds of $2.3 million in cash.

“Student Advantage”, “CollegeClub”, “U-WIRE”, “FANSonly”, “Edu.com” and “SA Cash” are
trademarks and service marks of the Company. All other trademarks, service marks or trade names referred to
in this prospectus are the property of their respective owners.

Strategy -

Our objective is to set the standard for commerce in higher education by working in partnership with
universities and businesses to make what students need easily available to them, by making it less expensive
and helping them pay for it more conveniently. We intend to achieve these objectives through the following:

Enhance Student Commerce Through University-Endorsed Relationships. - We intend to focus on
increasing the volume and average value of transactions in our core Membership Program, SA Cash, OCM
Direct and OCSN businesses by enhancing our value to students, their parents and alumni through new
products and services marketed offline and online in conjunction with our university and business partners.

Continue to Build the Student Advantage Brand. We believe that in order to attract and expand our
membership base and our service offerings to colleges and universities, and corporate partners we must
continue to build strong brands. By partnering with leading national and local sponsors and universities we
work to integrate commerce opportunities into the student experience. Our Student Advantage brand remains
our ‘most important consumer brand. We believe that aggressive brand building will become increasingly
important to sustain our leadership position. We will also continue to enhance our branding both directly and
through co-marketing arrangements with our sponsors.

Aggressively Grow Student Reach. We intend to continue to grow the number of paid participants in the
Student Advantage Membership Program, as well as the number of registered users on our network of
websites, through a variety of initiatives including:

= continuing the transition from bulk membership sales to individual paid membership sales,

o increasing the rate of new paid memberships through OCM Direct sales, online membership sales on
studentadvantage.com and CollegeClub.com, through corporate sponsored distributions and through
university and college sales, and

e increasing our number of corporate sponsors, and therefore, the content on our network of websites and
the benefits of our Membership Program.

Consider a complete or partial divestiture of one or more properties. We believe that it may be to our
interest to consider the continued divestiture of those pieces of the business that may no longer be central to
our mission. In addition, we believe that we may agree to minority investments in one or more of our
subsidiaries to both attract capital and to avail ourselves of certain other benefits. These transactions will likely
require the approval of one or more of our lenders.

Continue to Pursue Strategic Acquisitions and Alliances. Since inception, we have acquired and
integrated a number of complementary businesses in order to expand and strengthen our offerings to students,
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their parents, universities and corporate partners. We plan to continue to acquire companies, make equity
investments and enter into alliances that offer opportunities to increase our product and service offerings and
to obtain new technologies.

Products and Services

We work in partnership with colleges and universities and in cooperation with businesses to develop
products and services that are easily available to students, their parents and alumni. Cur Student Services
division offers students a broad range of products and services, through our Student Advantage Membership
Program, as well as through services and content on our websites specifically created for their unique needs.
Our Corporate and University Services division offers corporate customers marketing services and offers
universities content, commerce and data management services:

The Student Advantage® Membership Program and studentadvantage.com. The Student Advantage
Membership Program is an annual fee-based program, providing students with exclusive discounts and partner
benefits at nearly 15,000 participating retail locations serving college campuses nationwide. Companies such as
Amtrak®, Greyhound, Tower Records, 1800 Flowers, Dollar Rent-a-Car, US Airways, Foot Locker and
BarnesandNoble.com utilize our membership platform as a customer relationship management program for
acquisition, activation and usage of their products and services. By aggregating and communicating with
students through the Membership Program, the Company offers our partners a single point-of-contact to
access, influence and reward student-purchasing behaviors. Memberships are distributed in several ways. We
sell memberships directly to parents and students for an annual membership fee that is currently $20,
distribute memberships at no cost to certain qualified students and sell memberships to certain of our
corporate partners and universities for resale to students at their retail locations and campuses. Comple-
menting the membership program is studentadvantage.com, an online resource of commerce relationships,
proprietary information and services developed exclusively for students. In addition, the Company’s online
technology store, formerly Edu.com, gives verified college students, faculty and staff access to academic
pricing on name-brand computer hardware and software.

OCM Direct. The OCM Direct programs supply students and their parents with a variety of products,
including residence hall linens and related accessories, care packages and diploma frames. OCM Direct has
endorsed relationships with colleges, universities, and on-campus and alumni organizations for its direct mail
marketing circulation of approximately six million. OCM Direct has endorsed relationships and multi-year
agreements with more than 900 colleges and universities, student organizations and alumni associations. OCM
Direct is the only corporate partner of the National Association of College and University Residence Halls,
and also has relationships with the Association of College and University Housing Officers -International and
the National Orientation Directors Association.

CollegeClub. CollegeClub.com is an integrated online property that has attracted over 4.2 million
registered users since 1996. The website reaches college students across the U.S., providing them with services
and content specifically created for their unique needs. The site provides a platform for corporate clients that
want to present their brands and services to college students. CollegeClub.com has executed promotions for
companies that include General Motors, Warner Bros., Bank of America, Intuit, State Farm Insurance and
The Princeton Review.

Official College Sports Network. On March 25, 2002, we rebranded the FANSonly Network as the
Official College Sports Network (OCSN). Through its Official Athletic Sites, OCSN provides online brand
management, content delivery and e-commerce services to more than 120 university athletic departments and
conferences throughout the country. FANSonly.com serves as the network hub for individual Cfficial Athletic
Sites. .

SA Cash. The SA Cash Programs enable students to use their college ID cards as a method of payment
for off-campus dining, shopping and other purchasing needs and is currently in use at 16 schools. The stored-
value card program is developed in connection with university and college one-card offices. The program and
the proprietary Student Advantage managed point-of-sale (POS) system expands the utility of the existing
on-campus card programs, providing students greater purchasing scope with their student ID card. As part of
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the SA Cash Programs, the Company creates-customized direct marketing and loyalty programs for students
and merchants.

SA4 Marketing Group. - SA Marketing Group is a full-service event marketing and execution business
that develops and executes events for corporate clients. SA Marketing Group develops and manages
marketing programs for all consumer demographics, specializing in the college and youth markets, and has
delivered programs on behalf of many corporate clients, including General Motors, Volkswagen, New Balance,
Hotjobs.com, MTV, PBS and MBNA. ’

U-WIRE. U-WIRE is a newswire service, free for college newspaper media, that distributes student-
produced content to more than 500 U-WIRE members, professional media outlets and syndication partners,
such as Yahoo!, NYTimes.com and Lexis-Nexis. The Company’s sponsors and business partners. can utilize
U-WIRE to send press releases directly to the student editors at member college newspapers.

Customers

The Company’s primary customers are consumers — college students, their parents and alumni — who
purchase products and services we make available to them offline and online. Crucial to our success are the
1,100 colleges and universities, campus organizations, and alumni associations with which we work to develop
and market valuable and highly-relevant products and services. These relationships provide the Company with
assistance in reaching our primary customers and often provide certain content and commerce rights that give
us a strong competitive advantage and differentiate us in the marketplace. Qur corporate customers are the
third essential element of our customer base. They are important to the Company for two reasons. Many of
them serve as our marketing partners by adopting the Student Advantage Membership Program as the
platform by which they extend student discounts, thereby increasing the value of our program to students,
while other corporate clients pay us advertising and related promotional fees to gain access to our customer
base. Here are examples of some of our corporate customers. '

General Motors Corporation

Through our. CollegeClub.com business, the Company has an agreement with General Motors Corpora-
tion that is in effect through 2003. The Strategic Alliance agreement provides that the Company will develop
and conduct a multi-faceted promotional campaign, and will provide certain advertising, promotional and e-
commerce opportunities for General Motors. The agreement includes both on-line and off-line productions
targeted to the college student demographic.

Volkswagen of America, Inc.

Through our SA Marketing Group, the Company has an agreement with Volkswagen of America, Inc.
(Volkswagen), which is in effect through the end of 2002. The agreement specifies that the Company will
provide production and marketing services to develop, promote and produce the 2002 Volkswagen Major
Motion Picture Show Tour in conjunction with Volkswagen product promotion partner, Trek Bicycle
Corporation, .to help increase the awareness of the Volkswagen Brand and the Volkswagen Certified Pre-
Owned Program.

Tower Records

Student Advantage has an agreement with Tower Records which is in effect through August, 2003.
Tower Records will offer an exclusive discount of 10% off purchases made in store and online to Student
Advantage Members. Students can also purchase Student Advantage Membership cards online at Tower-
Records.com. The Student Advantage and Tower Records partnership is marketed online at
studentadvantage.com via banner advertisements and a dedicated splash page, as well as through e-mail
communication, Student Advantage communication is integrated throughout Tower Records stores via
banners and posters. Student Advantage Community Managers will often work together with Tower Records
managers to bring events, contests, and promotions on to the local campus or into the local store.
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Sales and Marketing

As of December 31, 2001, the Company had a direct sales organization consisting of 55 professionals.
Fifteen of these professionals are dedicated primarily to managing our significant sponsor relationships. The
remaining professionals are engaged in a variety of sales functions, including selling banner advertising and
sponsorships, enlisting additional national sponsors for our Membership Program, seeking opportunities for
corporate-sponsored events and promotions targeted at college students and managing existing sponsor
relationships.

In addition, we maintain a regional sales organization of 12 professionals in nine regional offices focused
primarily on enlisting and managing local sponsors and providing marketing services. These offices, which are
managed from our headquarters in Boston, provide us with a broad geographical presence and enable us to
implement effective nationwide marketing programs.

The Company uses a variety of online and traditional marketing programs to increase brand recognition.
Cur marketing strategy for our brands contains a mix of online advertising, programs which drive members to
our websites, in-store advertising in local retail locations, on-campus direct solicitation of students, outbound
e-mail, co-marketing with colleges and universities through on-campus posters and student mailbox drops,
print advertising, new media banner campaigns and direct mail. The Company employed 40 marketing
professionals as of December 31, 2001.

Technology

The Company has implemented a broad array of site management, advertising management, customer
interaction, registration systems, transaction-processing and fulfillment systems using a combination of its own
proprietary technologies and commercially available, licensed technologies. Our current strategy is to license
commercially available technology whenever possible rather than seek internally developed solutions. We use
internal resources to develop the specialized software necessary for our business, such as the software required
to register members online.

Consistent with our preference for off-the-shelf software components, the hardware systems that we
utilize also consist of commercially available components. The Company believes that this architecture
provides the ability to increase scale quickly and reliably, and at a relatively low cost. Qur existing
infrastructure currently exceeds present demand, and as such, we have no plans for additional upgrades.

Our membership database is currently hosted at Hosting.com in Massachusetts and is in the process of
being moved to Navisite, Inc. in Massachusetts and utilizes Oracle 8i database software. Our production
servers utilize Sun Microsystems, Inc. hardware and use Apache web server software. The Company’s system
hardware is currently hosted in Massachusetts and California by Navisite. A group of systems administrators
and network managers at the Company operate our web site, network operations and transaction-processing
systems and monitor our systems 24 hours a day.

The CollegeClub membership database and web environment is currently hosted at Navisite in California
and is in the process of being moved to Navisite’s Massachusetts facility. The environment utilizes Oracle 8i,
running on a Sun Microsystems and EMC hardware platform. The front-end web environment runs on
Compaq hardware, running the Linux operating system and Apache web server software. System administra-
tors and network managers at Navisite, in coordination with Company personnel, operate the web sites,
network operations and transaction-processing systems and monitor our systems 24 hours a day.

Our operations are dependent upon the ability of Navisite to maintain their systems in effective working
order and to protect their systems against damage from fire, natural disaster, power loss, telecommunications
failure or similar events. The Company’s servers are powered by an uninterruptible power supply to provide a
safeguard against unexpected power loss. Our systems are copied to backup tapes each night and stored at an
off-site storage facility for one year. In addition, the servers are equipped with redundant file systems, which
allows for prompt replacement of defective disks without interruption of service.
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Competition
We compete with other companies targeting the student population, such as:

e publishers and distributors of traditional offline media, particularly those targeting college students,
such as campus newspapers, other print media, television and radio;

> providers of payment platforms such as stored-value cards and credit cards; and

= vendors of college student information, merchandise, products and services distributed through online
and offline means, including retail stores, direct mail and schools.

We compete for client marketing budget dollars with other marketing activities and, in particular, other
forms of direct marketing activities, such as direct mail. In recent years, there have been significant advances
in new forms of direct marketing, such as the development of interactive shopping and data collection through
television, the Internet and other media. Many industry experts predict that electronic interactive commerce,
such as shopping and information exchange through the Internet will proliferate in the foreseeable future. To
the extent such proliferation occurs, it could have a material adverse effect on the demand for membership
programs.

Competition for online users and advertisers is intense and is expected to increase over time as barriers to
entry are relatively low. We compete for visitors, traffic, sponsors and online merchants with web directories,
search engines, content sites, online service providers and traditional media companies. We also face
competition from other companies maintaining websites dedicated to college students as well as high-traffic
websites sponsored by companies such as AOL Time Warner, CBS, Disney, Terra Lycos, Microsoft, MTV
and Yahoo! '

Many of our competitors have longer operating histories, greater name recognition, larger customer bases
and significantly greater financial, technical and marketing resources than we do. In addition, substantially all
of our current advertising customers have established collaborative relationships with other high-traffic
websites. As a result, our advertising customers might conclude that other Internet businesses, such as search
engines, commercial online services and sites that offer professional editorial content are more effective sites
for advertising than we are. Moreover, we may be unable to maintain either the level of traffic on our web sites
or a stable membership base, which would make our sites less attractive than those of our competitors.

Increased competition from these and other sources could require us to respond to competitive pressures
by establishing pricing, marketing and other programs or seeking out additional strategic alliances or
acquisitions that may be less favorable to us than we could otherwise establish or obtain.

Inteliectual Property and Property Rights

The Company regards its patents, copyrights, service marks, trademarks, trade dress, trade secrets,
proprietary technology and similar intellectual property as important to its success, and relies on patent,
trademark and copyright law, trade secret protection and confidentiality and/or license agreements with its
employees, customers, independent contractors, sponsors and others to protect its proprietary rights. The
Company strategically pursues the registration of its trademarks and service marks. However, effective patent,
trademark, service mark, copyright and trade secret protection may not be available in all instances. There can
be no assurance that the steps taken by us to protect our proprietary rights will be adequate or that third
parties will not infringe or misappropriate our patents, copyrights, trademarks, trade secrets, trade dress and
similar proprietary rights. In addition, there can be no assurance that other parties will not independently
develop substantially equivalent intellectual property. A failure by us to protect our intellectual property in a
meaningful manner could have a material adverse effect on our business, financial condition and results of
operations. In addition, litigation may be necessary in the future to enforce our intellectual property rights, to
protect our trade secrets or to determine the validity and scope of the proprietary rights of others. Such
litigation could result in substantial costs and diversion of financial and managerial resources, which could
have a material adverse effect on our business.




The Company has been subject to claims and expects to be subject to legal proceedings and claims from
time to time in the ordinary course of its business, including claims of alleged infringement of the trademarks
and other intellectual property rights of third parties. At present, CARE, the international human rights and
relief agency, has requested in writing that the Company’s Care Packages subsidiary phase out the use of the
mark “CarePackages.” The Company does not believe that the two marks would raise a risk of confusion and -
intends to continue using the mark. Such claims, even if not meritorious, could result in the expenditure of
significant financial and managerial resources. Further, if such claims are successful, the Company may be
required to change its trademarks, alter its content and pay financial damages. There can be no assurance that
such changes of frademarks, alteration of content or payment of financial damages will not adversely affect our
business.

We may be required to obtain licenses from others to refine, develop, market and deliver new products
and services. A clearinghouse for various universities’ intellectual property rights has requested that the
Company’s OCM subsidiary provide an accounting of royalty fees owed for certain products sold. The
Company believes these claims to be without substantive merit, but there can be no assurances that the
Company will not cause it to incur an outlay of licensing fees and the diversion of management resources in
addressing the claim. There can be no assurance that we will be able to obtain any such license on
commercially reasonable terms or at all or that rights granted pursuant to any licenses will be valid and
enforceable.

Government Regulation

The Company is subject to various laws and regulations relating to its business. Although there are
currently few laws or regulations directly governing access to or commerce on the internet, due to the
increasing popularity and use of the internet, a number of laws and regulations may be adopted regarding user
privacy, pricing, acceptable content, taxation and quality of products and services. In addition, several
telecommunications providers have petitioned the Federal Communications Commission to regulate and
impose fees on internet service providers and online service providers in a manner similar to long distance
telephone carriers. Also, stored-value card products currently being developed and sold by the Company,
although not currently regulated by the Federal Reserve, may be subject to state banking regulations and/or
future amendments to or interpretations of current Federal banking regulations. The adoption of any such laws
or regulations could adversely affect our product and service offerings, adversely affect the growth in use of our
products and services, decrease the acceptance of the internet as a' communications and commercial medium
or restrict the Company’s ability to introduce new products. Moreover, it may take years to determine the
extent to which existing laws relating to issues such as property ownership, libel and personal privacy are
applicable to the internet. Any new laws or regulations relating to the internet could decrease demand for our
products and services or otherwise have a material adverse effect on our business.

Employees

As of December 31, 2001, the Company had a total of 382 full-time employees. The Company also hires
temporary employees, particularly at the beginning of each school semester, and contract service providers as
necessary. As we continue to grow and introduce additional products and services, we expect to hire additional
employees, particularly in product development for our commerce products and sales and marketing. None of
our employees is represented by a labor union or is the subject of a collective bargaining agreement. We
believe that relations with our employees are generally good. Competition for qualified personnel in our
industry is intense, particularly among sales, online product development and technical staff. We believe that
our future success will depend in part on our continued ability to attract, hire and retain qualified personnel.

Item 2. Properties

Student Advantage’s principal executive offices are located at 280 Summer Street in Boston, Massachu-
setts, where we presently lease an aggregate of approximately 39,000 square feet. Our current leases for this
facility expire at various times through 2008. We also lease additional space in Boston, Massachusetts; and
maintain regional offices in Carlsbad, California; San Diego, California; Atlanta, Georgia; Chicago, [llinois;

8




Hanover, New Hampshire; New York, New York; Bethesda, Maryland; Trenton, New Jersey and Fairfield,
Connecticut. In total our leased office and warehouse space aggregates approximately 283,000 square feet.

We believe that our current facilities and other facilities that will be available to us will be adequate to
accommodate our needs for the foreseeable future. There can be no assurance that we will be successful in
obtaining or disposing of additional space, if required, or if such transactions to lease or dispose of the space
will be on terms acceptable to us.

Item 3. Legal Proceedings

We are not presently subject to any material legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders

None.




Executive Officers of the Company

Below are the name, age and principal occupations for the last five years of our current executive officers.
All such persons have been elected to serve until their successors are elected and qualified or until their earlier
registration or removal:

Name Age Office(s)

Raymond V. Sozzi, Jr.... 33 Chairman of the Board of Directors, President and Chief Executive Officer
Kenneth S. Goldman . ... 43 Executive Vice President, Finance, Chief Financial Officer and Treasurer
Jay P. Summerall . ...... 43 Executive Vice President, Student Services and Chief Operating Officer
Craig R. Macfarlane. .. .. 41 Vice President, Technology and Chief Technology Officer

Heather L. Lourie ...... 30 Vice President, Corporate Development .

Michael J. Phelan....... 40 Vice President, Corporate Marketing and Partnerships

Kevin M. Roche ........ 35 Vice President, Human Resources

Raymond V. Sozzi, Jr. founded Student Advantage in 1992 and has served as Chairman of the Board of
Directors, President and Chief Executive Officer of Student Advantage since its inception.

Kenneth S. Goldman has served as Executive Vice President, Finance, Chief Financial Officer and
Treasurer of Student Advantage since July 2000. From June 1998 to July 2000, Mr. Goldman served as Senior
Vice President, Chief Financial Officer and Treasurer of MediaMap, Inc., a software and media information
company. From April 1996 to June 1998, Mr. Goldman served as Senior Vice President, Chief Financial
Officer and Treasurer for Shoplink.com, an online provider of groceries, household consumables and services.
From February 1993 to April 1996, Mr. Goldman served as Senior Vice President and Chief Financial Officer
of Liberty International Holdings, Inc., an international financial services company.

Jay P. Summerall has served as Chief Operating Officer since July 2001 and Executive Vice President,
Student Services of Student Advantage since May 2000. From September 1998 to April 2000, Mr. Summerall
was General Manager for the Business unit of AT&T’s College and University Solutions (ACUS), a
telecommunications company. Mr. Summerall served in a number of other key college-focused roles for
AT&T from July 1992 to September 1998, including as the Director of Student Marketing and Sales from
1997 to September 1998.

Craig R. Macfarlane has served as Vice President, Technology and Chief Technology Officer since
August 2000. From February 1999 to August 2000, Mr. Macfarlane was Chief Technology Officer for iCast,
an internet music and radio company. From May 1996 to January 1999, Mr. Macfarlane was Vice President of
Advanced Media Development at Digitas (formerly SIG), a digital strategy, technology and infrastructure
consulting firm. From January 1995 to May 1996, Mr. Macfarlane served as Principal Consultant for
Websmith Consulting, an internet consulting firm.

Heather L. Lourie has served as Vice President, Corporate Development of Student Advantage since
January 2000 and as Director, Corporate Development since May 1999. From 1993 to April 1999, Ms. Lourie
was a member and a manager in the Transaction Services Division of PricewaterhouseCoopers LLP, a public
accounting firm.

Michael J. Phelan has served as Vice President, Corporate Marketing and Partnerships of Student
Advantage since February 2001. Prior to joining Student Advantage, Mr. Phelan was General Manager and
Category Director at Reebok International, a producer of athletic apparel, responsible for developing Reebok’s
youth consumer segment from July 1999 to February 2001. From 1989 through July 1999, he served as the
Executive Director of Marketing at Polaroid Corporation, a company which designs, develops, manufactures
and markets digital and instant imaging and related products.

Kevin M. Roche has served as Vice President, Human Resources since January 2000. From September
1995 to January 2000 Mr. Roche was the Director of International Human Resources and from July 1998 to
January 2000 he was also the Corporate Director of Human Resources at Reebok International Ltd., a
producer of athletic apparel, where he was responsible for directing and implementing corporate human
resources policies and procedures within Reebok’s Global Gperating Regions of Europe, Asia, Latin America,
North America and emerging markets. Before joining Reebok, Mr. Roche held positions at Praxis Interna-~
tional, an enterprise data movement solutions company, and Raytheon Service Company, a field engineering
company.
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PART II

Item 5. AMarket for the Company’s Common Equity and Related Stockholder Matters

" Student Advantage’s common stock began trading on the Nasdaq National Market on June 18, 1999
under the symbol “STAD”. Prior to that time there had been no market for our common stock. The table
below sets forth the high and low sales prices per share for our common stock on the Nasdaq National Market
for the periods indicated:

High Low

Fiscal Year Ended December 31, 2000

FITSt QUATTET .« . oottt e e e e e e $22.438  $10.000

Second quarter ... ... $10.500 $ 2.875

Third QUAaTTer . ..o $ 9750 $ 5.300

Fourth QUarter . ...ttt e $ 7.813 $ 1.750
Fiscal Year Ended December 31, 2001

FIrSt QUATTET . ottt e $ 5875 $ 2.063

SeCONd GUATTET . .. oottt ettt e $ 2.880 $ 1.750

Third QUATIET . ..o e $ 2.190 $ 0.900

Fourth qUarter . ... i $ 1.530 $ 0.960

As of February 28, 2002 there were 327 holders of record of the common stock. Because many of the
shares are held by brokers and other institutions on behalf of stockholders, the Company is unable to estimate
the total number of individual stockholders represented by these holders of record.

The Company has never paid or declared any cash dividends on its Common Stock. Our loan agreement
with Reservoir Capital Partners, Reservoir Capital Associates and Reservoir Capital Master Fund prohibits
the payment of both cash and stock dividends.

On Cctober 1, 2001, the Company acquired, through our wholly owned subsidiary, OCM Direct,
substantially all of the assets of CarePackages.com, LLC, a privately held e-commerce company specializing
in the sale of direct mail gift packages and care packages to college students and their parents. A portion of the
consideration paid for the acquisition consisted of 100,000 shares of Student Advantage common stock. The
shares were issued pursuant to an exemption from registration set forth in Section 4(2) of the Securities Act
of 1933, as amended. No underwriters were involved in the transaction.

On November 6, 2001, the Company modified certain provisions and covenants of our Loan Agreement
with Reservoir Capital Partners, Reservoir Capital Associates and Reservoir Capital Master Fund and as a
partial consideration for such modifications the Company issued immediately exercisable warrants to purchase
an aggregate of 100,000 shares of common stock with an exercise price of $.01 per share. The warrants were
issued pursuant to an exemption from registration set forth in Section 4(2) of the Securities Act of 1933, as
amended. No underwriters were involved in the transaction.

Ttem 6. Selected Consolidated Financial Data

The following selected consolidated financial data are derived from the financial statements of Student
Advantage, Inc. The historical results presented are not necessarily indicative of future results. The selected
consolidated financial data set forth below should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the Company’s Consoclidated Financial
Statements and the related Notes. All amounts for all periods presented have been restated to reflect the
acquisition of University Netcasting, Inc. in June 1999, which was accounted for as a pooling of interests.

Effective June 18, 1999, the date the Company acquired University Netcasting, Inc., University
Netcasting, Inc.’s fiscal year end was changed from March 31 to December 31 to conform to the Company’s
fiscal year end. University Netcasting, Inc.’s results of operations for the years ended March 31, 1997, 1998
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and 1999 have been included in the Company’s results of operations for the years ended December 31, 1997
and 1998, respectively. University Netcasting’s results of operations for the twelve months ended Decem-
ber 31, 1999 have been included in the Company’s twelve months ended December 31, 1999. Accordingly,
University Netcasting’s results of operations for the three months ended March 31, 1999 have been included
in the Company’s results for both the years ended December 31, 1998 and 1999. Total revenue and net loss for
University Netcasting for the three months ended March 31, 1999 were $0.7 and $1.6 million, respectively.

This net loss amount has been reported as an adjustment to the consolidated accumulated deficit.

Statement of Operations Data
Revenue Student Services................
Corporate and University Solutions ........

Total revenue ............ .. ... ...

Costs and expenses
Cost of student services revenue ..........
Cost of corporate and university solutions. . .
Product development ....................
Sales and marketing ....................
General and administrative . .. ............

Restructuring and impairment of long-lived
ASSEES . oot teeee

Stock-based compensation ...............
Non-cash NBC media expense ...........
Depreciation and amortization ............

Total costs and expenses ...............

Loss from operations ....................
Equity interest in Edu.com net loss........
Realized gain (loss) ....................
Interest income (expense), net ...........

Net Loss before Income Taxes ...........
Provision for income taxes .............

Net loss after Income Taxes................
Basic and diluted net loss per share..........

Shares used in computing basic and diluted
netlosspershare.......................

Year Ended December 31,
1997 1998 1999 2000 2001
{restated) * (restated)*
(in thousands, except per share data)

$ 4815 § 15,174 $ 19,722 $ 28,099 $ 51,580
— 4,186 7,922 19,915 13,783
4,815 19,360 27,644 48,014 65,363
3,330 7,416 11,093 10,263 16,379
— 2,963 4,541 9,929 7,051
3,253 5,169 9,974 18,377 17,117
1,905 7,759 12,251 17,880 23,947
2,727 5,555 8,876 11,196 11,144
— — — — 6,810
— — — — . 539
— — — — 3,348
351 1,155 1,822 6,382 13,946
11,566 30,017 48,557 74,027 100,281
(6,751)  (10,657)  (20,913)  (26,013)  (34,918)
— — (316)  (3,776) (495)
— — — (367) 1,508
(77) 121 1,358 1,434 (1,676)
(6,828)  (10,536)  (19,871)  (28,722)  (35,581)
— — — — 207
$(6,828) $(10,536) $(19,871) $(28,722) $(35,788)
$ (041) $§ (059) $§ (0.72) $§ (0.79) § (0.80)
16,588 17,710 27,410 36,549 44,539

* restatement pertains to Edu.com step acquisition accounting
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Year Ended December 31,
1997 1998 1999 2000 2001

(restated)* (restated)*
(in thousands, except per share data)

Balance Sheet Data

Cash and cash equivalents .................... $5,806 $ 6,140 $15,370 $12,762 $5,093
Restricted cash . ... oot $ — 3 S I — $ — § 667
Marketable securities.......... ... ... ... ..., R — — 20,546 — —_
Working capital (deficit) ..................... (1,670) (2,353) 24,139 4,257 (9,263)
Total assets .. ..ot 7,217 11,704 60,480 51,570 58,131
Deferred revenue ......... ... .. i, 5,970 7,064 9,576 4,013 3,521
Long-term obligation under capital leases........ — — — 1,861 764
Redeemable convertible preferred stock ......... 111 10,196 — — —

Stockholders’ equity (deficit) .................. (1,024)  (10,548) 41,378 30,543 11,791
* restatement pertains to Edu.com step acquisition accounting
Item 7. MManagement’s Discussion and Analysis of Financial Condition and Results of Operations -

Overview

Student Advantage, Inc. is an integrated media and commerce company focused on the higher education
market. We work in partnership with colleges and universities and in cooperation with businesses to develop
products and services that are easily available to students and alumni. We report our revenue in two categories:
student services revenue and corporate and university solutions revenue.

We began operations in 1992 as a sole proprietorship, converted to a general partnership in 1995,
converted to a limited liability company in 1996 and became a C corporation in 1998. From inception through
December 1997, our revenue was derived primarily from annual membership fees. Since that time, we have
expanded our product and service offerings through internal growth as well as acquisitions.

On May 1, 2001, the Company issued an aggregate of five million shares of common stock to five
investors, for an aggregate purchase price of $10.0 million. We also issued to these investors warrants to
purchase [.5 million shares of common stock with an exercise price of $3.00 per share and warrants to
purchase 800,000 shares of common stock with an exercise price of $1.26 per share. The warrants to purchase
800,000 shares with an exercise price of $1.26 per share are subject to certain exercise price adjustments on
certain dates based upon volume-weighted average sales prices. This exercise price adjustment will not result
in an adjustment to the number of shares of common stock issuable upon exercise of the warrants.

On May 10, 2001, the Company acquired certain assets of Edu.com, Inc., a privately held e-commerce
company specializing in sales of consumer electronics, hardware and software to students. Prior to the
acquisition, the Company was a stockholder of Edu.com and a party to a marketing and distribution
agreement with Edu.com. On November 12, 1999, the Company made an equity investment in Edu.com of
approximately $4.3 million in exchange for approximately 922,000 shares of Series B preferred stock and
entered into a marketing and distribution agreement with Edu.com providing for payments of $2.0 million to
the Company over the term of the agreement. In January 2000, we invested an additional $1.0 million in
exchange for approximately 217,000 shares of Series B preferred stock. At December 31, 2000, $1.0 million
remained payable under the agreement. In satisfaction of this obligation, we accepted a secured promissory
note, which was payable on December 31, 2001, from Edu.com. In connection with the Company’s acquisition
of certain assets of Edu.com in May 2001, we issued 90,000 shares of our common stock and a warrant to
purchase 225,000 shares of common stock with an exercise price of $2.28 and a warrant to purchase 225,000
shares of common stock with an exercise price of $3.42, and assumed certain liabilities of Edu.com. In
addition, we canceled the $1.0 million secured promissory note previously issued to us by Edu.com in
exchange for the transfer of assets securing the note. This consideration, including the Company’s previous
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investment in Edu.com was accounted for as a purchase business combination in accordance with APB
Opinion No. 16, “Business Combinations”. The accounting treatment of the additional investment is in
accordance with Accounting Principles Bulletin: The Equity Method for Accounting for Investments in
Common Stock (“APB 18”), which requires the application of step accounting in accordance with
Accounting Research Bulletin 51: Consolidated Financial Statements Elimination of Intercompany Invest-
ment (“ARB 517). Accordingly, the Company has retroactively restated our investment in Edu.com on the
equity method of accounting and recorded our ownership percentage of Edu.com’s net loss for the years ended
December 31, 1999 and 2000. As a result of applying the equity method in Edu.com, a portion of the cost of
the Company’s investment has been allocated to the equity in the net assets of Edu.com, amounting to
approximately $1.1, $0.2 and $0.5 million for the transactions occurring in 1999, 2000 and 2001 respectively.
Goodwill and other intangible assets aggregated approximately $1.6 million in connection with the acquisition
of Edu.com. During the fourth quarter of 2001, the Company evaluated the value of the acquisition under
SFAS 121, due to the announced restructuring of the Company. As a result, the Company determined that
the remaining balance of goodwill was permanently impaired and accordingly recorded a loss on investment of
$0.9 million. In addition to the loss, the Company had amortized $0.7 million of goodwill as of December 31,
2001.

On May 31, 2001, the Company completed the sale of its Rail Connection business to Wandrian, Inc.
(Wandrian), for aggregate consideration of $0.6 million, in the form of a secured promissory note for
$0.2 million payable over three years and a second promissory note for $0.4 million convertible into shares of
Wandrian’s Series B Preferred Stock and maturing on May 31, 2006. As a result of this transaction, the
Company recorded a gain of $0.3 million, which was net of remaining goodwill of approximately $68,000, in its
results for the period ended December 31, 2001.

On June 25, 2001, the Company entered into an Agreement-and Plan of Merger (the “Agreement”), by
and among the Company, Orion Acquisition Corp., a wholly owned subsidiary of the Company (“Orion™),
OCM Enterprises, Inc. (“OCM”) and Devin A. Schain, Michael S. Schoen, Howard S. Dumbhart, Jr., Paul
D. Bogart and Steven L. Matejka (the “OCM Stockholders”). Pursuant to the Agreement, OCM was merged
with and into Orion, which survived the merger and changed its name to OCM Direct, Inc. (“OCM Direct”).
The aggregate consideration paid by the Company to the OCM Stockholders ‘in connection with the
acquisition of OCM was (i) $8.0 million in cash paid at the closing, (ii) 2,433,333 shares of the Company’s
common stock, issued at the closing, (iii) shares of common stock to be issued not later than June 25, 2002
with a value of $1.25 million at the time of issuance based on the average of the last reported sales prices per
share of common stock over the ten trading days ending on the trading day that is three days prior to the date
of issuance, provided that the number of shares will not be less than 208,333 or greater than 1,250,000, and
(iv) in the event that OCM Direct attains certain revenue performance goals described in the Agreement after
the closing, up to $1.5 million payable at the Company’s option in either shares of common stock or a
combination of shares of common stock and cash, with the shares of common stock valued at the time of
issuance based on the average of the last reported sales prices per share over the ten trading days ending on the
trading day that is three days prior to the date of issuance or $1.00, whichever is greater, subject to adjustment
under certain circumstances described in the Agreement. Under certain circumstances, the Company agreed
to register with the Securities and Exchange Commission the shares of common stock issued in connection
with the acquisition of OCM Direct for resale by the OCM Stockholders. We accounted for the acquisition of
OCM Direct under the purchase method of accounting, and the results of operations have been included in
the Company’s results of operations beginning on the acquisition date. Goodwill and other intangible assets
aggregated $18.5 million in connection with the acquisition of OCM Direct.

On June 25, 2001, we entered into a loan agreement (the “Loan Agreement”) with Reservoir Capital
Partners, L.P., Reservoir Capital Associates, L.P. and Reservoir Capital Master Fund, L.P. (collectively the
“Lenders”) providing for the establishment of a credit facility in the aggregate principal amount of up to
$15.0 million, consisting of a $10.0 million term loan and a $5.0 million revolving loan. We borrowed
$10.0 million in the form of a term loan (the “Term Loan”) and $5.0 million in the form of a revolving loan
(the “Revolving Loan™), and used substantially all of these proceeds to pay the cash portion of the purchase
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price for the acquisition of OCM Direct and to pay off the existing debt of OCM Direct. The remainder of the
proceeds from the credit facility were used for our working capital and general corporate purposes.

In connection with the transaction contemplated by the Loan Agreement, the Company entered into a
Warrant Agreement, dated June 25, 2001, by and among the Company and the Lenders (the “Warrant
Agreement’’), under which the Company issued to the Lenders warrants to purchase a number of shares of
common stock based on the outstanding balance of the Term Loan and Revolving Loan. In accordance with
the Warrant Agreement, the Company issued to the Lenders (i) warrants to purchase an aggregate of 500,000
shares of common stock, which are exercisable immediately, (ii) warrants to purchase an aggregate of 500,000
shares of common stock, which were amended on March 29, 2002, become exercisable if any of the Term
Loan is outstanding on June 25, 2002, and (iii) warrants to purchase an aggregate of 500,000 shares of
common stock, which become exercisable if the entire balance of the Term Loan is outstanding on June 23,
2003 (or a pro rata portion of the 500,000 shares if only a portion of the Term Loan is then outstanding)
(collectively, the “Term Warrants”). The number of shares subject to the Term Warrants is subject to
adjustment under certain circumstances in accordance with the terms of the Term Warrants. The Company
also issued to the Lenders warrants (the “Revolving Warrants”) to purchase a number of shares of common
stock based on the outstanding balance of the Revolving Loan. The number of shares subject to the Revolving
Warrants is initially zero and increases by an aggregate of 20,833 shares for each full month that the entire
Revolving Loan is outstanding (or a pro rata portion of the 20,833 shares for each shorter time period or lesser
outstanding balance). The Company also agreed to issue one or more default warrants (the “Default
Warrants” and, collectively with the Term Warrants and the Revolving Warrants, the “Warrants™) to
purchase shares of common stock in the event that the Company receives a notice of an event of default under
the Loan Agreement. The number of shares subject to the Default Warrants shall initially equal the
outstanding balance of the Term Loan and Revolving Loan including capitalized interest and accrued interest
at such time divided by $1,000, and shall increase by one-thirtieth of such amount {or pro rata portion of such
amount if the balance is reduced after the issuance of the Default Warrant) for each day that the event of
default continues. The exercise price applicable to all of the Warrants is $.01 per share. The number of shares
issuable upon exercise of the Warrants is subject to adjustment in accordance with the terms of the Warrant
Agreement in the event that the Company issues certain additional securities at a price per share equal to less
than ninety percent of the average trading price of the common stock over the 20 trading days preceding the
date of issuance. The Warrant Agreement required that the Company register with the Securities and
Exchange Commission the shares of common stock issuable upon exercise of the Warrants or issued in respect
of accrued interest for resale by the Lenders within ninety days after the closing and use commercially
reasonable efforts to cause the registration statement to be declared effective as soon as practicable. Under the
terms of the Warrant Agreement, following payment or acceleration of the Term Loan, reduction or
termination of the revolving loan commitment or issuance of the Default Warrants, the holders of the
Warrants shall have the right to require the Company to purchase all or a portion of the Term Warrants,
Revolving Warrants and Default Warrants, as the case may be, at a price per share of $2.50 plus, from and
after June 25, 2002, interest at a rate equal to 27% per annum through the date of payment. The Company
valued these warrants and will continue to mark to market as appropriate under EITF 00-19.

On October 1, 2001, the Company acquired, through our wholly-owned subsidiary, OCM Direct,
substantially all of the assets of CarePackages.com, LLC, a privately held e-commerce company specializing
the sale of direct mail gift packages and care packages to college students. In connection with the acquisition,
the Company issued 100,000 shares of Student Advantage common stock, and paid $30,000 in cash. Goodwill
and other intangible assets aggregated $0.1 million in connection with the acquisition.

On October 2, 2001, the Company announced a restructuring, which included a reduction in staff of
approximately 15% of our total employees and charges related to operating leases for office space no longer
utilized in the Company’s current operations. As of December 31, 2001 we had approximately 382 full time
employees. The costs associated with this restructuring charge aggregated approximately $4.9 million. As a
result of the restructuring, the Company evaluated the remaining book value of several of our intangible assets
in accordance with FASB 121. As a result, the Company wrote down $1.4 million related to the remaining
goodwill of Collegedi1, Collegiate Advantage, Campus Agency and Edu.com.
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On November 6, 2001, we modified certain provisions and covenants of our loan agreement with
Reservoir Capital Partners, Reservoir Capital Associates and Reservoir Capital Master Fund (collectively, the
“Lenders”) and increased the aggregate amount of the term loan deemed outstanding under our credit facility
by $0.2 million, paid $0.1 million in cash and issued immediately exercisable warrants to purchase an
aggregate of 100,000 shares of common stock with an exercise price of $.01 per share. The fair value of the
warrants has been recorded as a deferred financing cost and included in other assets on our balance sheet for
the period ended December 31, 2001, and will be recognized as interest expense over the term of the debt. In
accordance with EITF 00-19, “Accounting for Derivative Financial Instruments Indexed to, and Potentially
Settled in, a Company’s Own Stock”, we will mark the value of these warrants to market at the end of each
reporting period.

On November 7, 2001, the Company transferred substantially all of the assets and liabilities relating to
our Voice FX business to a newly formed, wholly owned limited liability company, Voice FX, LLC (“Voice
FX”). As of the same date, two former managers and owners (“the Buyers”) of our Voice FX business, who
sold the business to Student Advantage in 1999, entered into a call option agreement (“the Option”) with the
Company to purchase all of the Company’s interest in Voice FX. As consideration for the entering into the
Option the Company received $0.9 million, of which $0.6 million was paid in cash and $0.3 million was in the
form of a Promissory Note (the “First Note”), bearing interest of 12.9%, with a maturity of December 31,
2002. The Option was exercised on November 7, 2001 and on December 31, 2001 we sold our interest in Voice
FX to the Buyer, for consideration consisting of a Promissory Note for $3.0 million (the “Second Note™), a
Promissory Note for $0.9 million (the “Third Note™), and $1.1 million related to the net working capital of
the Voice FX business, of which $0.2 million was received January 3, 2002 and $0.9 million was received on
March 28, 2002. The Second Note, bearing interest of 14.5%, requires payments of interest to begin on
March 31, 2003, with the principal and remaining interest coming due on December 31, 2006. The Third
Note, which is non-interest bearing, requires payments of principal beginning June 30, 2003, with the final
payment coming due on December 31, 2007. The Company recorded the Second and Third note at the net
present value of the payments using a discount rate of 8%. As a result of the transaction, Student Advantage
recorded a total gain of $1.0 million, which was net of $0.3 million in transaction expenses. Of the gain,
$0.5 million was deferred until such time as the outstanding notes are collected. On December 28, 2001, the
Company and the Buyer entered into two marketing agreements, whereby the Company will provide
marketing and promotional services to the Buyer for a cumulative fee of $2.7 million. The services will be
provided from January 1, 2002 through March 31, 2006.

On November 26, 2001, the Company completed the sale of its eStudentLoan business to a third-party.
As consideration for the transaction the Company received net proceeds of $2.3 million in cash. The Company
has recognized $0.9 million as a gain in their statement of operations related to this transaction during the year
ended December 31, 2001. In connection with the sale of eStudentLoan, we entered into an agreement with
Reservoir Capital Partners and the other Lenders which provides that none of the proceeds of such sale would
need to be used to mandatorily prepay our credit facility. We also agreed that (i) on the 26th day of each
month, the amount of the term loans deemed outstanding under the credit facility shall be increased by $500
for each day during the preceding month when the amount of the outstanding term loans under the credit
facility exceeded $7.5 million, and (ii) the Lenders would receive additional warrants to purchase shares of
our common stock, at a purchase price of $.01 per share, which would be exercisable on the 26th day of each
month for an aggregate of 500 shares (subject to adjustment) for each day during the preceding month when
the amount of the outstanding term loans under the credit facility exceeded $7.5 million. As of December 31,
2001, the shares available for exercise were 15,000. The fair value of the warrants have been recorded as a
deferred financing cost and included in other assets on our balance sheet and will be recognized as interest
expense over the term of the debt.

We recorded deferred compensation of $4.2 million in 1998 and an additional $0.2 million in 1999, which
were offset by reductions of $0.3, $0.7 and $0.2 million, during 1999, 2000 and 2001, respectively, due to stock
option cancellations as a result of employee terminations. Of the remaining $3.3 million deferred, $3.2 million
has been amortized to expense as of December 31, 2001, of which $1.1, $0.8 and $0.5 million was recorded as
an expense in 1999, 2000 and 2001, respectively. The remainder is being amortized over the remaining vesting
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period of the individual stock options, typically four years. The stock based compensation charges have been
included in the individual operating expense line items in the financial statements. We currently expect to
amortize the remaining amount of deferred compensation of $49,000 during 2002.

Recent Developments

In February 2002, our subsidiary, OCM Direct and its subsidiaries, CarePackages, Inc. and Collegiate
Carpets, Inc. entered into a revolving loan agreement with Bank of America providing for a $5.0 million loan
facility. The interest rate under the facility is LIBOR plus 2.5 percent and the facility is secured by all the
assets of OCM Direct and its two subsidiaries. The Company provided an unsecured guaranty of the
obligations of our three subsidiaries to Bank of America. The maturity date of the loan is January 31, 2003,
provided that OCM Direct is required to repay all amounts outstanding under the loan for a period of 30
consecutive days between August | and October 31, 2002. As of March 28, 2002, the principal amount of
borrowings under the revolving loan facility is $4.9 million.

In connection with the Bank of America borrowing, we also modified the terms of our credit facility with
Reservoir Capital and its affiliates, who we refer to collectively as Reservoir Capital. Reservoir Capital agreed
to consent to our guaranty of OCM Direct’s obligations under the Bank of America credit facility, to release
OCM Direct and its subsidiaries, CarePackages and Collegiate Carpets, as guarantors under the Reservoir
Capital credit facility, and to release Reservoir Capital’s lien on the assets of OCM Direct and its subsidiaries.
Reservoir Capital also agreed to waive compliance with certain financial covenants set forth in the loan
agreement with Reservoir Capital until March 30, 2002. We also agreed with Reservoir Capital that a default
under the Bank of America loan would also constitute a default under the Reservoir Capital loan agreement.
In addition, we agreed that the amounts available for borrowing under the revolving loan portion of the credit
facility, which was $5.0 million on March 29, 2002, would be reduced on April 15, 2002 to the actual amount
of borrowings under the revolving loan on such date. In consideration for the consent, we agreed to pay the
Reservoir lenders $0.2 million in cash on April 15, 2002. If by April 15, 2002, Bank of America permits OCM
Direct and its subsidiaries to gnarantee our obligations under the Reservoir Capital credit facility, the fee will
be reduced to $0.1 million. We also agreed to pay additional fees of $0.1 million to Reservoir Capital if the
total amount outstanding under the credit facility exceeds $10.0 million on April 15, 2002 and additional fees
ranging from $50,000 to $0.1 million if the amounts of the revolving borrowings from the Reservoir Lenders
exceed $2.5 million on April 15, 2002. Reservoir Capital has the option to require payment in the form of
warrants to purchase our common stock at the rate of one warrant for each dollar of fees. Each warrant has an
exercise price of $.01 per share.

On March 29, 2002, we amended the terms of our credit facility with Reservoir Capital. We agreed to
make a payment to Reservoir Capital of $1.25 million not later than August 1, 2002 and an additional
$1.25 million not later than September 1, 2002, to reduce the Company’s outstanding principal to Reservoir.
The amendment to the terms of our credit facility also provides that in the event Reservoir Capital provides
notice to the Company on or before the June 25, 2002 anniversary date of the loan closing that it is
terminating all commitments under the credit facility in September 2002, the Company will have until
January 1, 2003 to repay the loans before an event of default occurs. Additionally, the amendment fixed the
number of shares subject to the Term Warrants issued to Reservoir Capital which become exercisable on
June 25, 2002, as specified in the Warrant Agreement, at the full number of shares for, which the warrants
were issued if any amount of the Term Loan is outstanding on that date, rather than a pro rata portion based
on the Term Loan balance. For more information regarding our credit facility with Reservoir Capital, please
read the section titled “Liquidity and Capital Resources” below. As of March 29, 2002, the principal amount
outstanding under the Reservoir Capital credit facility was $15.2 million.

Critical Accounting Policies

The discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires us to make
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estimates and judgments that affect the reported amount of assets, liabilities, revenues and expenses. Actual
results may differ from these estimates under different assumptions or conditions.

Critical accounting policies are defined as those that are reflective of significant judgments and
uncertainties, and potentiaily result in materially different results under different assumptions and conditions.
We believe that our critical accounting polices are limited to those described below. For a detailed discussion
on the application of these and other accounting policies, see Note 1 in the notes to the consolidated financial
statements.

Revenue Recognition

We report revenues in two categories: student services revenue and corporate and university solutions
revenue. Student services revenue is attributable to the parts of our business which are focused primarily on
providing goods and services to students, their parents and alumni. The Company derives student services
revenue from commerce, subscription and advertising. Commerce revenue is derived primarily from transac-
tion-based revenue earned for reselling products and services, processing stored value transactions and
acquiring student customers on behalf of other businesses. To date, commerce revenue has primarily included
revenue that we receive from the sale of residence hall linens and related accessories, care packages and
diploma frames through direct mail marketing, fees from SA Cash transactions and e-commerce revenue from
our network of websites. Commerce revenue is recognized upon the completion of the related contractual
obligations. Subscription revenue is derived from membership fees related to enrolling students in the Student
Advantage Membership Program. Memberships are distributed in several ways. We sell memberships directly
to students and parents of students for an annual membership fee per year, we distribute memberships at no
cost to certain qualified students and we sell memberships to certain of our corporate partners for resale to
students at their retail locations. Subscription revenue is recognized ratably from the date of subscription to
the end of the annual membership period, which ends on August 31 of each year. Advertising revenue consists
primarily of fees for banner advertisements and sponsorships on our network of websites. In the past, the
Company also derived revenue from advertisements placed in SAM, Student Advantage Magazine. Revenue
from fees related to advertisements placed in S4M is recognized when the magazine is shipped to members,
Website advertising revenue is recognized as the related impressions are displayed, provided that no significant
obligations remain and collection of the related receivable is assured. Certain advertising arrangements include
guarantees of a minimum number of impressions. For arrangements with guarantees, revenue is recognized
based upon the lesser of: (1) ratable recognition over the period the advertising is displayed, provided that no
significant Company obligations remain and collection of the receivable is assured, or (2) a pro-rata portion of
contract revenue based upon impressions delivered relative to minimum guaranteed impressions to be
delivered.

Corporate and university solutions revenue is attributable to the parts of our business which are focused
primarily on providing goods and services to corporations and universities and is made up of marketing services
revenue from corporate clients and licensing, management and consulting fees from universities. Marketing
services revenue is derived primarily from providing tailored event management and execution services to
businesses seeking to market their products and services to college students. These services include organizing
and executing marketing tours that travel to college campuses, staffing tables in college locations on behalf of
businesses and providing media planning and placement. This revenue is recognized upon the completion of
the related contractual obligations. Fees from marketing services are recognized as the related services are
rendered, provided that no significant obligations remain and collection of the related receivable is assured.
Payments received in advance of revenue being earned are recorded as deferred revenue.

In accordance with the Emerging Issues Task Force (“EITF”) Issue No. 99-17 “Accounting for
Advertising Barter Transactions,” the Company has appropriately recorded barter revenue and expense based
upon the fair value of the advertising surrendered in the transaction. Fair value is established by reference to
comparable cash transactions during the six-month period preceding the barter transaction. Generally, barter
transactions involve exchanges of banner advertising. For the years ended December 31, 1999, 2000 and 2001,
the Company recorded $0.6, $1.2 and $4.1 million, respectively, of barter revenue and $0.5, $1.2 and
$4.1 million, respectively, of barter expense recorded as sales and marketing expense.
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In accordance with Staff Acecounting Bulletin No. 101 “Revenue Recognition in Financial Statements”
(“SAB 101”) and EITF Issue No. 99-19 “Reporting Revenue Gross as a Principal versus Net,” the Company
has evaluated our revenue and determined that it is being appropriately reported in accordance with the
guidance. The Company has recorded certain of its commerce revenue at gross as the Company is the
considered the primary obligor in the transaction.

Intangible and Other Assets

Intangible assets include the excess of the purchase price over identifiable net assets acquired in
acquisitions. Such assets include goodwill, completed technology, workforce, customer lists, non-compete
agreements, websites and other intangible assets, which are being amortized on a straight-line basis over their
estimated economic lives ranging from two to five years. Accumulated amortization was $5.3 and $10.0 mil-
lion at December 31, 2000 and 2001, respectively. The Company periodically evaluates its intangible assets for
potential impairment. As a result of the application of SFAS 142 in 2002, the remaining goodwill attributable
to the acquisition of OCM Direct will not be amortized, but will be subject to an impairment test.

Long~Lived Assets

The Company assesses the realizability of long-lived assets in accordance with SFAS No. 121,
“Accounting for the Impairment. of Long-Lived Assets and Long-Lived Assets to Be Disposed Of’. The
Company reviews its long-lived assets for impairment as events and circumstances indicate the carrying
amount of an asset may not be recoverable. The Company evaluates the realizability of its long-lived assets
based on profitability and cash flow expectations for the related asset. As a result of its review, the Company
recorded asset impairment charges of $1.9 million for the year ended December 31, 2001.

Concentrations of Credit Risk and Significant Customers

SFAS No. 105, “Disclosure of Information About Financial Instruments with Concentrations of Credit
Risk”, requires disclosure of any significant off-balance sheet risk and concentrations of credit risk. The
Company does not have any significant off-balance sheet risk. Financial instruments, which potentially expose
the Company to concentration of credit risk, are comprised primarily of cash, cash equivalents and trade
accounts receivable. The Company places its cash and cash equivalents with financial institutions that have
high credit ratings. Management believes its credit policies are prudent and reflect normal industry terms and
business risk. The Company does not anticipate non-performance by the counterparties and, accordingly, does
not require collateral. Concentration of credit risk with respect to accounts receivable is limited to certain
customers to whom the Company makes substantial sales. To reduce risk, the Company routinely assesses the
financial strength of its customers and, as a consequence, believes that its accounts receivable credit risk
exposure is limited. The Company maintains reserves for potential credit losses and such losses, in the
aggregate, have not exceeded management’s expectations. For the year ended December 31, 1999, one
customer accounted for 55% of total revenue. For the year ended December 31, 2000, two customers
accounted for 50% of total revenue. For the year ended December 31, 2001, three customers accounted for
23% of total revenue. At December 31, 1999 and 2000, two customers accounted for 56% and 36% of accounts
receivable, respectively. At December 31, 2001, one customer accounted for 33% of accounts receivable.

Resuits of Operations

The financial statements for the years ended December 31, 1999, 2000 and 2001 reflect a change in the
classification of revenue categories and the associated cost of sales. The classifications have been changed
from “Subscription” and “Other” to “Student Services” and “Corporate and University Solutions.”

Comparison of the Year Ended December 31, 2001 with the Year Ended December 31, 2000

Revenue. Total revenues increased to $65.4 million for 2001 from $48.0 million for 2000; due to an
increase in student services revenue of $23.5 million, which was offset in part by a decrease in corporate and
university solutions revenue of $6.1 million. The increase in student services revenue was primarily due to the
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addition of the direct mail business of OCM Direct and organic growth in our Official College Sports Network
and CollegeClub businesses. The decrease in corporate and university solutions revenue is primarily due to a
decrease in marketing services revenue resulting from decreased marketing spending by corporate customers.

Student Services Revenue. Student services revenue increased to $51.6 million in 2001 from $28.1 mil-
lion in 2000. The increase in student services revenue was primarily due to the acquisition of QCM Direct, in
the second quarter of 2001, and organic growth in our Official College Sports Network and CollegeClub
businesses. A significant portion of the direct mail business revenue is recognized during the third fiscal
quarter due to the secasonality of the business, which relates to the back-to-school retail season. Additionally,
online. advertising on our network of websites increased primarily as a result of increased advertising from
CollegeClub.com, which we acquired in the fourth quarter of 2000, and online campaigns provided to General
Motors Corp. Transaction-based commerce revenues from our SA Cash programs also contributed to the
increase. These increases were offset, in part, by significant decreases in fees from AT&T as a result of the
restructuring of the AT&T agreements in June 2000.

Corporate and University Solutions Revenue. Corporate and university solutions revenue decreased to
$13.8 million in 2001 from $19.9 million in 2000. Decreases in marketing services revenues resulted from
decreased marketing spending by several of our corporate customers. This decrease is attributed to the overall
slow-down in the economy and the events of September 11, 2001 and more specifically, the declines in
spending by the advertising and marketing industries. Revenues related to our Voice FX business decreased as
a result of a lower volume in mailings by our corporate customers, which has a direct effect on the volume of
transactions.

General Motors Corp. accounted for approximately 11% and 3% of total revenue in 2001 and 2000,
respectively. Additionally, General Motors accounted for approximately 13% and 5% of student services
revenue and 4% and 0% of corporate and university solutions revenue, in 2001 and 2000, respectively. Capital
One, accounted for approximately 9% and 16% of total revenue and 42% and 36% of corporate and university
solutions revenue for 2001 and 2000, respectively. We do not expect to earn significant revenues from Capital
One after December 31, 2001 as the services provided to Capital One were provided by our Voice FX
business. AT&T accounted for approximately 4% and 34% of total revenue for 2001 and 2000, respectively.
Additionally, AT&T accounted for approximately 3% and 46% of student services revenue and 5% and 17% of
corporate and university solutions for 2001 and 2000, respectively.

Cost of Student Services Revenue. Cost of student services revenue consists of the costs associated with
subscriptions, commerce and advertising revenue. Subscription costs consists of the costs associated with the
fulfillment of membership subscriptions and customer service. Commerce costs include costs of goods sold
paid to third parties in connection with selling products, and personnel-related costs associated with acquiring
customers for the Company and our corporate clients. Advertising costs consist primarily of production and
mailing costs.for SAM, Student Advantage Magazine, certain university commissions paid to colleges for the
use of organizational names and logos and for supplying sports activity content for our network of websites,
and fees paid to partners in exchange for the right to place media inventory on such partners’ websites. The
costs related to SAM are only applicable to the year 2000 as no issues were produced during 2001. Cost of
student services revenue increased to $16.4 million in 2001 from $10.3 million in 2000. This increase was
primarily due to the increase in costs as a result of the acquisition of OCM Direct and costs related to the
restructured AT&T agreement. The increases were partially offset due to no costs being incurred for the
production of SAAM in 2001.

Cost of Corporate and University Solutions Revenue. Cost of corporate and university solutions revenue
consists primarily of the costs of marketing services and the costs of acquiring customers on behalf of our
corporate clients. Marketing services costs primarily include the direct and indirect costs associated with
planning and implementing events and promotions. Cost of corporate and university solutions revenue
decreased to $7.1 million in 2001 from $9.9 million in 2000. This decrease is primarily due to the decrease in
costs consistent with the decrease in both marketing services and revenues provided by the Voice FX business.

Product Development. Product development expenses consist primarily of personnel-related and con-
sulting costs associated with the development and enhancement of our suite of products, which includes the

20




Student Advantage Membership Program, the SA Cash Programs and our network of websites. Product
development expenses decreased to $17.2 million in 2001 from $18.4 million in 2000. The decrease is due in
part to the capitalization of internally developed software costs in 2001 and the impact of the restructuring
charge taken in the fourth quarter of 2001. The decrease was offset in part by the acquisitions of substantially
all the assets of CollegeClub.com in 2000, and of OCM Direct and certain assets of Edu.com in 2001.

Sales and Marketing. Sales and marketing expenses consist primarily of personnel and other costs
related to our sales and marketing programs. Sales and marketing expenses increased to $27.6 million in 2001
from $17.9 million in 2000. The increase in sales and marketing expenses was due to increased expenditures
related to the expansion of our sales force, expanding and servicing our corporate and university base of
partners, university commissions paid to colleges for the use of organizational names and logos, building brand
awareness, supporting the marketing services business and as a result of our acquisitions of certain assets of
CollegeClub.com during 2000 and certain of Edu.com’s assets and OCM Direct in 2001. In addition, the
increase was due, in large part, to a non-cash expense of $3.4 million for television advertising relating to
CollegeClub. '

General and Administrative. (General and administrative expenses consist primarily of costs related to
general corporate functions, including executive management, finance, human resources, facilities, accounting
and legal. General and administrative expenses increased to $11.3 miilion in 2001 from $11.2 million in 2000.
Increases in general and administrative expenses were primarily due to higher facilities, legal, accounting and
personnel related costs associated with our continued growth, as well as our acquisitions of businesses over the
past year, including certain assets of CollegeClub.com during 2000, and certain of Edu.com’s assets and OCM
Direct in 2001. The increase was offset, in part, by the impact of the restructuring charge taken in 2001.

Depreciation and Amortization. Depreciation expense increased to $6.7 million in 2001 from $2.9 mil-
lion in 2000 primarily as a result of fixed asset purchases during the latter part of 2000 and 2001, amortization
of capital leases and as a result of assets acquired through the acquisitions of OCM Direct during the second
quarter of 2001. Amortization expense increased to $7.3 million in 2001 from $3.5 million in 2000, primarily
as a result of the acquisition of OCM Direct in the second quarter of 2001 and the acquisitions of ScholarAid,
College411 and certain assets of eStudentLoan and CollegeClub.com in 2000.

Stock-Based Compensation. We recorded deferred compensation of $4.2 million in 1998 and an
additional $0.2 million in 1999, which were offset by reductions of $0.3, $0.7 and $0.2 million, during 1999,
2000 and 2001, respectively, due to stock option cancellations as a result of employee terminations. The
remaining $3.2 million was mostly amortized as of December 31, 2001, of which $0.5 million was recorded as
an expense in 2001 and $0.8 million was recorded as an expense in 2000. We currently expect to amortize the
remaining amount of deferred compensation of $49,000 during 2002. The stock based compensation charges
have been included in the individual operating expense line items in the financial statements.

Impairment of Long-Lived Assets. We recorded a charge of $1.9 million for the impairment of long-
lived assets in the fourth quarter of 2001 relating in part to a write-down of $1.6 million of goodwill associated
to the Company’s acquisitions of or asset purchases from Edu.com, College411, Collegiate Advantage and
Campus Agency. The remaining $0.3 million was a write-down of certain fixed assets that were acquired from
Edu.com. The Company performed an evaluation of long-lived assets in accordance with FAS 121 as a result
of the restructuring activity in the fourth quarter of 2001,

Restructuring Charges. In the fourth quarter of 2001, the Company announced a restructuring, which
included a reduction in staff of approximately 15% of our total employees and charges related to operating
leases for office space no longer utilized in the Company’s current operations. The costs associated with this
restructuring charge aggregated approximately $4.9 million.

Equity Interest in Edu.com. In the second quarter of 2001, the Company purchased substantially all of
the assets of Edu.com, Inc. Prior to the acquisition the Company held a minority interest in Edu.com, which
was accounted for under the cost method of accounting. The resulting treatment of the additional investment
in the second quarter of 2001, was in accordance with Accounting Principles Bulletin: The Equity Method for
Accounting for Investments in Common Stock (“APB 18”), which requires the application of step accounting
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in accordance with Accounting Research Bulletin 51: Consolidated Financial Statements Elimination of
Intercompany Investment (“ARB 51”). Accordingly, the Company retroactively restated our investment in
Edu.com on the equity method of accounting and recorded its ownership percentage of Edu.com’s net loss. As
a result of applying the equity method to the Edu.com investment, the Company has recorded an equity
interest in Edu.com’s net loss of $3.8 and $0.5 million for the years ended December 31, 2000 and 2001,
respectively.

Realized Gain and (Loss). Realized gain and (loss) was $1.5 million in 2001 compared to $(0.4)
million in 2000. The gain of $1.5 million in 2001 was a result of the sales of our Rail Connection, Voice FX
and eStudentLoan businesses during 2001. Realized loss on investment in 2000 represented the write-off of
our investment in alumnipride.com, Inc.

Interest Income (Expense), Net. Interest income (expense), net, includes interest income from cash
balances and interest expense related to the Company’s financing obligations. Interest income (expense), net,
was $(1.7) million in 2001 compared to $1.4 million in 2000. The increase in our interest expense during 2001
was a result of the $10.2 million Term Loan and $5.0 million Revolving Loan entered into by the Company in
June 2001.

Comparison of the Year Ended December 31, 2000 with the Year Ended December 31, 1999

Revenue. Total revenues increased to $48.0 million for 2000 from $27.6 million for 1999, due both to an
increase in student services revenue of $8.4 million, and an increase in corporate and university solutions
revenue of $12.0 million.

Student Services Revenue. Student services revenue increased to $28.1 million in 2000 from $19.7 mil-
lion in 1999. The increase in student services revenue was due to increases in both online advertising on our
network of websites, transaction-based commerce revenues and subscription revenue. Online advertising
increased primarily as a result of our acquisition of CollegeClub.com in the fourth quarter of 2000 and online
campaigns provided to AT&T under the restructured agreement. Increases in commerce revenue due to
increases in transaction based revenues and the acquisition of certain assets of eStudentLoan during 2000,
were offset in part by a significant decrease in fees from AT&T as a result of the restructuring of the AT&T
agreement in June 2000. Subscription revenue increased due to an increase in the number of members in the
Student Advantage Membership Program.

Corporate and University Solutions Revenue. Corporate and university solutions revenue increased to
$19.9 million in 2000 from $7.9 million in 1999. The increase in corporate and university solutions revenue was
primarily due to increases in revenue related to our acquisition of Voice FX in the fourth quarter of 1999,
marketing services revenues related to several contracts not in effect in 1999, and, to a lesser extent, event
staffing, management and execution provided under the restructured AT&T agreement.

AT&T accounted for approximately 34% and 55% of total revenue in 2000 and 1999, respectively.
Additionally, AT&T accounted for approximately 46% and 67% of student services revenue and 17% and 25%
of corporate and university solutions revenue in 2000 and 1999, respectively. While revenue from AT&T in
2000 increased on an absolute dollar value basis over revenue in 1999, the percentage of revenue in those
periods derived from AT&T decreased. One other customer, Capital One, accounted for approximately 16% of
total revenue (2% of student services revenue and 36% of corporate and university solutions revenue) in 2000.

Cost of Student Services Revenue. Cost of student services revenue consists of the costs associated with
subscriptions, commerce and advertising revenue. Cost of subscription revenue consists of the costs associated
with the fulfillment of membership subscriptions and customer service. Commerce costs include costs of goods
sold owed to third parties in connection with selling their products, and personnel-related costs associated with
acquiring customers for AT&T. Advertising costs consist primarily of production and mailing costs for SAM,
Student Advantage Magazine, royalties paid to colleges for the use of organizational names and logos and for
supplying sports activity content for our network of websites, and fees paid to partners in exchange for the right
to place media inventory on such partners’ websites. Cost of student services revenue decreased to
$10.3 million in 2000 from $11.1 million in 1999. This decrease was primarily due to a significant decrease in
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costs consistent with the decrease in commerce revenue related to the restructuring of the AT&T agreement
on June 8, 2000. This decrease was partially offset by an increase in costs of goods sold owed to third parties in
connection with selling their products. Cost of student services revenue as a percentage of student services
revenue decreased to 37% in 2000 from 56% in 1999 primarily as a result of both a decrease in low margin
activities related to the restructured AT&T agreement, and the acquisition of higher margin businesses during
2000.

Cost of Corporate and University Solutions Revenue. Cost of corporate and university solutions revenue
consists of the costs of marketing services and costs of acquiring customers on behalf of our corporate clients.
Marketing services costs include the direct and indirect costs associated with planning and implementing
events and promotions and other marketing services. Cost of corporate and university solutions revenue
increased to $9.9 million in 2000 from $4.5 million in 1999. This increase was due in large part to the
acquisition in the fourth quarter of 1999 of Voice FX, which incurred $3.5 million in cost of corporate and
university solutions revenue in 2000. Costs related to event staffing, management and execution under the
restructured AT&T agreement and marketing services agreements not in effect in 1999 also contributed to the
increase. Cost of corporate and university solutions revenue as a percentage of corporate and university
solutions revenue decreased to 50% in 2000 from 57% in 1999. This decrease was due primarily to higher
margin revenues from the Voice FX business, which we acquired in the fourth quarter of 1999.

Product Development. Product development expenses consist primarily of personnel-related and con-
sulting costs associated with the development and enhancement of our suite of products, which includes the
Student Advantage Membership Program, SAM, Student Advantage Magazine, the SA cash Programs, and
our network of websites. Product development expenses increased to $18.4 million in 2000 from $10.0 million
in 1999. The increase is primarily due to costs incurred in connection with the enhancement of our network of
websites, the development of new product offerings such as SA Cash and our Academic Research Engine, the
purchases of ScholarAid, College411 and certain assets of eStudentLoan and CollegeClub.com during 2000
and the purchase of Voice FX in the fourth quarter of 1999. These increases were offset in part by non-
recurring charges related to the development of our customer database that were incurred in 1999.

Sales and Marketing. Sales and marketing expenses consist primarily of personnel and other costs
related to our sales and marketing programs. Sales and marketing expenses increased to $17.9 million in 2000
from $12.3 million in 1999. The increase in sales and marketing expenses was due, in large part to increased
expenditures related to building brand awareness through the distribution of our memberships at no cost to
certain qualified students, through self promotion in SAM, Student Advantage Magazine, and through on-
campus promotions, the launching of affiliate programs which contributed approximately $1.0 million in cost,
expanding our sales force, expanding and servicing our corporate and university base of partners and
supporting the marketing services business. In connection with the Lycos marketing agreement entered into in
the third quarter of 1999, we recorded a warrant valued at $2.2 million. Of this amount, $1.3 million has been
amortized to sales and marketing expense as of December 31, 2000, of which $0.9 million was recorded as an
expense in 2000 and $0.4 million was recorded as an expense in 1999. The remainder is being amortized on a
straight-line basis over the remaining term of the agreement.

General and Administrative. General and administrative expenses consist primarily of costs related to
general corporate functions, including executive management, finance, human resources, facilities, accounting
and legal. General and administrative expenses increased to $11.2 million in 2000 from $8.9 million in 1999.
Increases in general and administrative expenses were primarily due to higher facilities, legal, accounting and
personnel related costs associated with our continued growth, as well as our acquisitions of businesses over the
past year, including approximately $1.0 million in non-recurring charges related to the acquisition of
substantially all of the assets of CollegeClub.com. These increases were offset, in part, by non-recurring
charges of $1.3 million related.to the acquisitions of University Netcasting, Inc. and Transaction Service
Providers, Inc., which were incurred in 1999.

Depreciation and Amortization. Depreciation expense increased to $2.9 million in 2000 from $0.9 mil-
lion in 1999 primarily as a result of fixed asset purchases during the latter part of 1999 and 2000, amortization .
of capital leases and as result of assets acquired through the acquisitions of ScholarAid, College4l]l and
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certain assets of eStudentLoan and CollegeClub.com during 2000. Amortization expense increased to
$3.5 million in 2000 from $1.0 million in 1999, primarily as a result of the acquisition of Voice FX in the
fourth quarter of 1999 and the acquisitions of ScholarAid, College411 and certain assets of eStudentLoan and
CollegeClub.com during 2000.

Stock-Based Compensation. We recorded deferred compensation of $4.2 million in 1998 and an
additional $0.2 million in 1999, which were offset by reductions of $0.3 and $0.7 million due to stock option
cancellations as a result of employee terminations during 1999 and 2000, respectively. Of this amount,
$2.7 million has been amortized to expense as of December 31, 2000, of which $0.8 million was recorded as an
expense in 2000 and $1.1 million was recorded as an expense in 1999. The remainder is being amortized over
the remaining vesting period of the individual stock options, typically four years. The stock based compensa-
tion charges have been included in the individual operating expense line items in the financial statements.

Realized Loss on Investment. Realized loss on investment represents the write-off of our investment in
alumnipride.com, Inc. As of December 31, 2000, we evaluated the investment and determined that the value
had been permanently impaired and accordingly, recorded a loss in the amount of $0.4 million.

Equity Interest in Edu.com. In the second quarter of 2001, the Company purchased substantially all of
the assets of Edu.com, Inc. Prior to the acquisition, the Company had held a minority interest in Edu.com,
which was accounted for under the cost method of accounting. The resulting treatment of the additional
investment through the acquisition in the second quarter of 2001, was in accordance with Accounting
Principles Bulletin: The Equity Method for Accounting for Investments in Common Stock (“APB 18”),
which requires the application of step accounting in accordance with Accounting Research Bulletin 51:
Consolidated Financial Statements Elimination of Intercompany Investment (“ARB 51). Accordingly, the
Company retroactively restated our investment in Edu.com on the equity method of accounting and recorded
its ownership percentage of Edu.com’s net loss. As a result of applying the equity method to the Edu.com
investment, the Company recorded equity interest in Edu.com’s net loss of $0.3 million and $3.8 million for
the years ended December 31, 1999 and 2000, respectively.

Interest Income (Expense), Net. Interest income (expense), net, inciudes interest income from cash
balances and interest expense related to the Company’s financing obligations. Interest income (expense), net,
remained consistent at $1.4 million in 2000 from 1999.

Liquidity and Capital Resources

Since our inception, we have financed our operations primarily through the private placement and public
offering of securities, cash from operations, borrowings under our term loan, credit facilities and loans from
equity holders. In May 2001, we completed a private placement of equity securities to new and existing
investors and received $9.8 million in net proceeds. In June 2001, we received $14.5 million in net proceeds
from a $10 million term loan and a $5 million revolving credit facility provided by entities affiliated with
Reservoir Capital Partners, who we refer to collectively as Reservoir Capital.

As of December 31, 2001, we had $5.8 million in cash, cash equivalents and restricted cash 'as compared
to cash, cash equivalents and marketable securities of $12.7 million at December 31, 2000.

Net cash used for operating activities was $14.2 million in 2001, a decrease of $3.9 million compared to
net cash used for operating activities of $18.1 million in 2000. Net cash used in 2001 was primarily a result of a
net loss of $35.8 million, an increase in accounts receivable of $2.4 million and a decrease in accounts payable
and accrued expenses of $1.6 million. The net loss in 2001 was partially offset by depreciation and
amortization of $13.9 million, decreases in inventory and prepaid expenses of $4.5 million.

Net cash used for investing activities was $10.6 million in 2001, an increase of $15.7 million compared to
net cash provided by investing activities of $5.1 million in 2000. Net cash used in 2001 was primarily due to
$14.2 million used in the acquisition of OCM Direct and purchases of fixed assets, partially offset by
$2.4 million from proceeds related to the sales of our eStudentlLoan and Voice FX subsidiaries. Net cash
provided by financing activities was $27.8, an increase of $17.4 million compared to net cash provided by
financing activities of $10.4 million in 2000. The proceeds provided by financing activities in 2001 were

24




primarily the result of the net proceeds of $20.0 million from the credit facility with Reservoir Capital and the
private placement of equity securities to investors.

As of March 28, 2002, the outstanding principal balance under our credit facility with Reservoir Capital
was $15.2 million. The terms of our credit facility with Reservoir Capital requires that we make a payment of
$1.25 million not later than Aungust 1, 2002 and make an additional payment of $1.25 million not later than
September 1, 2002. The credit facility matures in June 2004, provided that Reservoir Capital may terminate
all commitments under the credit facility as early as September 2002 and require payment of all amounts
outstanding under the credit facility by January 1, 2003. If prior to June 25, 2002, Reservoir Capital does not
furnish to us notice that it is terminating the credit facility, Reservoir Capital has the right to terminate the
credit facility in September 2003 and require full payment in October 2003.

The credit facility with Reservoir Capital is secured by substantially all of our assets and all of the assets
of our subsidiaries other than OCM Direct and its subsidiaries. Interest accrues under the credit facility at
12% per annum, and interest on the term loan portion is not currently payable in cash unless, under certain
circumstances, the lenders elect to have us pay such interest, in which case, we may choose to pay the accrued
interest in cash or in shares of our common stock (provided that the option to pay in common stock will only
be available if, after issuance of such shares of common stock, the shares would be the subject of an effective
registration statement or could be immediately resold by the Lenders). If we elect to pay interest in common
stock, the number of shares of common stock deliverable will be determined by dividing the amount of interest
being paid by 80% of the volume weighted average price as of the applicable term loan interest payment date.
We also pay annual facility and commitment fees equal to 2.5% of the amounts borrowed. The credit facility
requires that we and our subsidiaries comiply with certain affirmative, negative and financial covenants,
including limitations on the incurrence of additional indebtedness, mandatory prepayments in the event that
we complete equity financings or asset dispositions and cash flow and cash balance minimums.

In February 2002, our subsidiary, OCM Direct and its subsidiaries, CarePackages and Collegiate
Carpets, entered into a revolving loan agreement with Bank of America providing for a $5.0 million loan
facility. The interest rate under the facility is LIBOR plus 2.5 percent, and the facility is secured by all the
assets of OCM Direct and its two subsidiaries. Student Advantage provided an unsecured guaranty of the
obligations of OCM Direct and its subsidiaries to Bank of America. The maturity date of the loan is
January 31, 2003, provided that OCM Direct is required to repay all amounts outstanding under the loan for a
period of 30 consecutive days between August 1 and October 31, 2002. As of March 28, 2002, the principal
amount outstanding under the revolving loan facility was $4.9 million.

We have taken significant steps through the restructuring that we announced in October 2001 to reduce
operating costs for 2002. We currently anticipate that our available cash resources, together with cash
expected to be provided from operations based upon an anticipated increase in revenue for 2002, will be
sufficient to meet our anticipated needs for working capital and capital expenditures for at least the next
12 months. For purposes of evaluating our cash resources over the next 12 months, we have assumed that we
will not be required to repay any amounts under our credit facility with Reservoir Capital other than the two
required payments of $1.25 million each in August 2002 and September 2002. Qur expectations regarding
available cash resources during the next 12 months are also based on significant reductions in the net loss that
we expect to incur in 2002. If our revenue and expense projections do not materialize as anticipated, if
Reservoir Capital exercises its right to require us to repay all amounts outstanding under our credit facility, or
if we are otherwise required to repay the amount outstanding under our credit facility with Reservoir Capital,
we will be required to obtain additional funds. We may seek to obtain additional funds through debt or equity
financing.

To the extent that we finance our requirements through the issuance of additional equity securities, any
such issuance would result in dilution to the interests of our stockholders. Furthermore, to the extent that we
incur indebtedness in connection with financing activities, we will be subject to all of the risks associated with
incurring substantial indebtedness, including the risk that interest rates may fluctuate and cash flow may be
insufficient to pay principal and interest on any such indebtedness. We have no current arrangements with
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respect to, or sources of, additional financing. There can be no assurance that any additional financing will be
available to us on acceptable terms, if at all.

Recent Accounting Prorouncements

In February 2001, the EITF issued 00-19, “Determination of Whether Share Settlement is within the
Control of the Issuer for Purposes of Applying Issue No. 96-13”. The issue addresses the accounting for
contracts that are indexed to, and potentially settled in, a company’s own stock. The issue was effective for all
new contracts and contract modifications entered into after September 20, 2000. For contracts that exist on
September 20, 2000, the issue should be applied on June 30, 2001, to those contracts that remain outstanding
at that date. The Company has adopted EITF 00-19 and has applied it to warrants as appropriate.

In July 2001, the FASB issued SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill
and Other Intangible Assets.” SFAS No. 141, which requires all business combinations to be accounted for
using the purchase method, is effective for all business combinations initiated after June 30, 2001. SFAS
No. 142 applies to goodwill and intangible assets acquired after June 30, 2001, as well as to goodwill and
intangible assets previously acquired. Under this statement, goodwill and other certain intangible assets
deemed to have an infinite life will no longer be amortized. Instead, these assets will be reviewed for
impairment on a periodic basis, which may result in a non-cash charge to earnings. This statement is effective
for the Company on July 1, 2001 with respect to any acquisitions completed after June 30, 2001, and on
January 1, 2002 for all other goodwill and intangible assets. As a result of the application of SFAS 142, the
goodwill attributable to the acquisition of OCM Direct will not be amortized.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of Long-
Lived Assets”. This statement supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed Of” and APB No. 30, “Reporting the Results of Operations-
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions”. This statement provides guidance on recognizing and measuring
impairment for long-lived assets excluding certain long-lived assets, such as goodwill, non-amortized
intangible assets and deferred tax assets. This statement is effective for the Company in the first quarter of its
fiscal year ending December 2002. Management is currently evaluating the impact that this statement will
have on the Company’s financial statements.

CERTAIN FACTORS THAT MAY AFFECT FUTURE RESULTS

We have experienced losses in the past and expect future [osses

We have not achieved profitability and have incurred significant operating losses to date. We incurred net
losses of $35.8 million and $28.7 million in 2001 and 2000, respectively. As of December 31, 2001, our
accumulated deficit was $108.9 million. We expect to continue to incur significant operating and capital
expenditures and, as a result, we will need to generate significant revenue and reduce expenses to achieve and
maintain profitability. There are no assurances that we will be able to reduce our expenses without affecting
our ability to generate revenues, consummate transactions or achieve and sustain profitability.

We cannot assure you that we will achieve sufficient revenue for profitability. Even if we do achieve
profitability, we cannot assure you that we can sustain or increase profitability on a quarterly or annual basis in
the future. If revenue grows more slowly than we anticipate, or if operating expenses exceed our expectations
or cannot be adjusted accordingly, our business, results of operations and financial condition will be materially
and adversely affected.

We may need additional capital, and the future funding of these capital needs is umncertaim

We require substantial working capital to fund our business. Due in part to the spending patterns of
students and universities and our need to acquire inventory for our OCM Direct products, we experience
seasonal variations in our receipts and expenditures of cash. We have experienced and expect to continue to
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experience periodic cash demands that exceed our cash flow and may require additional external financing
through credit facilities, sale of debt or equity securities in Student Advantage or by obtaining other financing
facilities to support our operations. In addition, we will require additional equity or debt financing to fund the
purchase price, to the extent payable in cash, for any future significant acquisitions. Our loan agreement with
Reservoir Capital Partners, Reservoir Capital Associates and Reservoir Capital Master Fund imposes
significant restrictions on our ability to raise additional equity, make investments and acquisitions, obtain other
financing, and realize proceeds from sales of business units.

In addition, additional funds raised through the issnance of equity securities or securities convertible into
stock may have negative effects on our stockholders, such as a:

e dilution in percentage of ownership in the Company, and

o the rights, preferences or pr1v1legcs of the new securlty holders may be senior to those of the common
stockholders.

Also, additional financing may not be available when needed or available on terms favorable to us. Cur
failure to raise additional funds, if needed, or secure an additional credit facility may result in our inability to:

o maintain, develop or enhance our offerings or presence in existing markets,
= penetrate new markets or take advantage of future opportunities, or

o respond to competitive pressures.

We have taken on a material amount of indebtedness

We incurred material indebtedness in connection with the acquisition of OCM Direct in June 2001 under
the terms of the loan agreement we entered into with Reservoir Capital Partners, Reservoir Capital
Associates, and Reservoir Capital Master Fund. As of March 28, 2002, we had $15.2 million of outstanding
principal indebtedness under the loan agreement. The loan agreement imposes significant restrictions on our
ability to raise additional equity, make investments and acquisitions, obtain other financing, and realize
proceeds from sales of business units. We are required to make periodic interest payments over the borrowing
period, at the end of which, the total outstanding principal balance will become due and payable. In addition,
we are required to meet certain financial and non-financial covenants. The credit facility matures in June
2004, provided that the Lenders may terminate all commitments under the credit facility as early as
September 2002 and require payment of all amounts outstanding under the credit facility by January 1, 2003.
If the lenders do not give us notice of termination of the credit facility by June 25, 2002, the lenders have the
right to terminate the facility in September 2003 and require full payment by October 2003.

In February 2002, OCM Direct and its two subsidiaries entered into a loan and security agreement with
Bank of America providing for a secured revolving loan of up to $5.0 million, which is guaranteed on an
unsecured basis by Student Advantage, Inc. The maturity date of the loan is January 31, 2003, provided that
OCM Direct is required to repay all amounts outstanding under the loan for a period of 30 days between
August 1 and October 31, 2002. As of March 28, 2002, the principal indebtedness due under this facility was
$4.9 million.

Our debt may have important consequences to us, including but not limited to the following:

= our ability to obtain additional financing for any future acquisitions, working capital, capital expendi-
tures or other purposes maybe impaired or any such financing may not be on terms favorable to us;

+ a substantial decrease in net operating cash flows or increase in expenses could make it difficult for us
to meet our debt service requirements or force us to modify our operations or sell assets; and

e our debt structure may place us at a competitive disadvantage and affect our ability to adjust rapidly to
market conditions or may make us vulnerable to a downturn in our business or the economy generally
or changing market conditions and regulations.
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QCur ability to repay or to refinance our obligations with respect to our indebtedness will depend on our
future financial and operating performance, which, in turn, may be subject to prevailing economic and
competitive conditions and other factors, many of which are beyond our control. Cur ability to meet our debt
service and other obligations may depend in significant part on the extent to which we can implement
successfully implement our business and growth strategy. There can be no assurance that we will be able to
successfully implement our strategy or that the anticipated results of our strategy will be realized.

General market conditions could adversely affect our business

We believe that general economic conditions and financial difficulties that many companies have
experienced have caused a slowdown in consumer and business spending and in companies’ budgets for
marketing services and have reduced the perceived urgency by companies to begin or to continue marketing
initiatives. As a result, our current customers may cancel or delay spending on marketing and other initiatives
and there may be a decrease in demand for our services from potential customers. If companies continue to
delay or reduce their marketing initiatives because of the current economic climate, or for other reasons, our
business, financial condition and results of operations could be materially adversely affected. Moreover, the
current market conditions have decreased the demand for online advertising, and have put downward pressure
on the cost per thousand impressions which we can charge for such advertising and have increased the
likelihood that, despite our best efforts and written agreements supporting such efforts, certain of our
customers may be unable to pay for such advertising service we have provided to them. In addition, recent acts
of terrorism have reduced consumer spending on transportation and travel services and have exacerbated
political, financial, and economic uncertainties, which may cause our revenues related to these businesses to
suffer.

‘We have a limited operating history and may face difficulties encountered by early stage companies
implementing an online and offline strategy ' '

We have a limited operating history on which an investor can evaluate our business. Our operations began
in 1992. An investor in our common stock must consider the risks and difficulties frequently encountered by
early stage companies implementing an online and offline strategy. These risks include, without limitation, our
possible inability to:

o sustain historical revenue growth rates,

o generate sufficient revenue to achieve and maintain profitability,

o generate or raise sufficient capital to operate and expand our business,

o implement our business model,

» maintain the satisfaction of our members and users, and our university and corporate partners,

o introduce new and enhanced web and offline products, content, and services and avail ourself of current
opportunities, and '

o respond to current opportunities, competitive developments and market conditions.

If we do not successfully manage these risks, our business, results of operations and financial condition
will be materially adversely affected. We cannot assure you that we will successfully address these risks or that
our business strategy will be successful.

We may not successfully implement our business strategy

In order to successfully impiement our business strategy, we must:

o .maintain our network of university-endorsed relationships as our primary access point to students, their
parents and alumni for delivery of our Membership, SA Cash and OCM Direct products and services,
and our online Official College Sports Network website,
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¢ maintain our network of corporate sponsors,
o continue to aggressively build the Student Advantage brand,

» continue to increase our student reach and grow the number of paid participants in our Membership
Program through OCM Direct sales, online membership sales, corporate sponsored distributions, and
university and college sales, and

= continue to establish our network of websites as part of our integrated approach for delivering our
products and services, including licensed college sports products, member registration and renewal,
information regarding national and local sponsors, and customer service.

We are dependent on maintaining college and university relationships to market and sell our products and
services. Our ability to maintain these alliances and relationships and to develop new alliances and
relationships is critical to our ability to maintain our members, direct mail customers, our SA Cash university
partners and our Official College Sports Network university partners. A failure to acquire or maintain alliances
and relationships with colleges and universities could have a material adverse effect on ‘our business.

We are also dependent upon our sponsors, both national and local, to provide our members and SA Cash
participants with discounts on their products and services. However, our agreements with a number of our
sponsors preclude us from entering into similar arrangements with their competitors. This restriction may
prevent us in some cases from offering attractive additional discounts to our members.

We may encounter difficulties in establishing or maintaining our network of web sties. Several companies
that provide content to our web sites have discontinued operations or filed for bankruptcy protection. We may
be forced to procure services from other suppliers, and cannot assure you that we will be able to do so in a
timely and cost-effective manner, and may be required to alter certain of our offerings to reflect such events.
In addition, our members and customers may perceive our web sites to be missing certain content or attributes
due to the failure of certain business partners.

Finally, we cannot guarantee that Internet users will maintain interest in our network of websites. A
decline in membership or usage of our network of websites would decrease revenue.

Qur ability to generate significant revenues and profits from certain established aznd new products and
services is uncertain

Cur business model depends, in part, on increasing the amount of revenues and profits derived from
certain established and new products and services. Gur ability to generate significant revenues and profits from
these products and services will depend, in part, on the implementation of our strategy to generate significant
transaction commerce and user traffic through the use of our membership card programs, to achieve a
significant presence in university and college communities, and to develop and expand on sponsor relationships
to include revenue sharing agreements based on transaction volume. There is intense competition among
offerors of alternative payment methods, including stored-value cards, debit card and credit cards, and among
websites that sell online advertising.

During the second quarter of 2001, AT&T completed its obligation to purchase Student Advantage
memberships in bulk. In prior periods, the majority of student memberships have been obtained through
AT&T or other corporate partners’ promotional offers of Student Advantage memberships. These promotional
offers have typically included a free one-year membership in the Student Advantage Membership Program.
Our corporate partners have purchased Student Advantage memberships in bulk to fulfill these promotional
offers. We have focused our efforts to change the marketing model for the sale of memberships from a
primarily bulk sale model to a more balanced model which includes the sale of memberships to both corporate
partners in bulk and direct sales to individuals. We expect to sell memberships under this new model through
our corporate partners, the Student Advantage network of websites, our direct mail marketing business and
other related marketing channels. We have experienced and anticipate continuing to experience a decline in
the overall number of memberships sold through bulk sale arrangements, although we expect that this decline
will be partially offset by an increase in the number of individual memberships sold at a higher per unit price
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point. The inability to successfully develop this marketing model or the related sales channels could have a
materially adverse effect on the business and our ability to attract and retain corporate partners. It is difficult
for us to project future levels of subscription, transaction-related, and advertising revenues and profits.

A limited mumber of customers currently account for a significant percentage of our total revenues

A limited number of customers currently account for a significant percentage of our total revenues. In
2001, three customers, in the aggregate, accounted for approximately 23% of our total revenue. In 2000, two
customers, in the aggregate, accounted for approximately 50% of total revenues. While we anticipate that
revenue from this limited number of customers will decline as a percentage of total revenues, we expect a
limited number of customers to continue to account for a significant percentage of total revenues in the future,
and we believe that we must continue to acquire additional customers to be successful. The loss of any one of
these customers, or a material decrease in the services provided to these customers, could have a materially
adverse effect on our business. In addition, many of our revenue sources have slowed their payment cycles, and
because a substantial portion of our revenue is generated from a limited number of customers, the non-
payment or late payment of amounts due from customers could have a material adverse effect on our business,
financial condition and results of operations. ‘

Colleges and universities are increasingly reluctant to permit busimesses to market preducts and services on
campus

Colleges and universities are becoming increasingly wary of businesses that market products and services
to their students. Recent proposed and enacted laws (including recent California legislation) may restrict how
companies can market products and services to students. Many colleges and universities are seeking to
decrease or eliminate such marketing. In particular, colleges and universities are concerned that many
students have incurred substantial levels of credit card debt. As a result, colleges and universities often attempt
to prevent credit card companies and other companies that offer credit from marketing to their students. In the
past, we have been mistaken for a credit card company because we give students a plastic card and a unique
identification number to represent their membership. This sometimes makes it difficult for us to gain access to
college and university students, and we have been denied access to certain college and university campuses.

Our business is subject to seasonal fluctnations, which may affect our revenues and operating resalts

We tend to sell most of our memberships in the beginning of each academic term. All of these
memberships expire on August 31 of each year. Because the aggregate number of memberships within a
school year increases as new members are added, we recognize revenue from memberships ratably over the
period from the time of subscription until the end of our membership year and, therefore, our subscription
revenue will typically be higher in the first and second quarters than in the fourth quarter of each fiscal year. [t
is difficult to determine how the third quarter will typically compare, since it includes two calendar months
from the end of a membership year and the first month of the subsequent membership year. In addition, a
significant portion of the direct mail business revenues occurs during the third quarter. The revenue on these
sales is generally recognized when the products are shipped to our customers. Our limited operating history
and rapid growth make it difficult for us to more fully assess the impact of seasonal factors on our business.

Qur guarterly revenues and operating results are not indicative of future performance and are difficult to
forecast

In addition to the seasonal fluctuations described above, our revenues and operating results may vary
from quarter to quarter for a variety of other reasons, such as the timing of revenues from corporate sponsors
oT non-recurring revenues or charges.

You should not rely on quarter-to-quarter comparisons of our operating results or our operating results for
any particular quarter as indicative of our future performance. It is possible that in some future periods our
operating results may be below the expectations of public market analysts and investors. In this event, the
price of our common stock might fall. A significant portion of our revenue is derived from our membership and
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direct mail business. A significant percentage of our members graduate each year and, therefore, do not renew
their memberships. Furthermore, substantially all of our memberships expire annually and require our
members to renew the membership subscription. Qur revenue growth is highly dependent upon our ability to
market the value of our Membership Program to college students and to retain members on a yearly basis. To
date, we have not maintained sufficient data to determine the specific number of members who renew on a
yearly basis. A failure to acquire new members or renew current members could have a material adverse effect
on our business. Through our direct mail business, a disproportionate share of our revenue is recorded in the
second and third quarter of each calendar year as a result of the timing of our mailings and customer demand.

We face significant competition, which could adversely affect our business
We compete with other companies targeting the student population, such as:

o publishers and distributors of traditional offline media, particularly those targeting college students,
such as campus newspapers, other print media, television and radio;

» providers of payment platforms such as stored-value cards and credit cards; and

< vendors of college student information, merchandise, products and services distributed through online
and offline means, including retail stores, direct mail and schools.

We compete for client marketing budget dollars with other marketing activities and, in particular, other
forms of direct marketing activities, such as direct mail. In recent years, there have been significant advances
in new forms of direct marketing, such as the development of interactive shopping and data collection through
television, the Internet and other media. Many industry experts predict that electronic interactive commerce,
such as shopping and information exchange through the Internet will proliferate in the foreseeable future. To
the extent such proliferation occurs, it could have a material adverse effect on the demand for membership
programs.

Competition for online users and advertisers is intense and is expected to increase over time as barriers to
entry are relatively low. We compete for visitors, traffic, sponsors and online merchants with web directories,
search engines, content sites, online service providers and traditional media companies. We also face
competition from other companies maintaining websites dedicated to college students as well as high-traffic
websites sponsored by companies such as ACL Time Warner, CBS, Disney, Terra Lycos, Microsoft, MTV
and Yahoo!

Many of our competitors have longer operating histories, greater name recognition, larger customer bases
and significantly greater financial, technical and marketing resources than we do. In addition, substantially all
of our current advertising customers have established collaborative relationships with other high-traffic
websites. As a result, our advertising customers might conclude that other Internet businesses, such as search
engines, commercial online services and sites that offer professional editorial content are more effective sites
for advertising than we are. Moreover, we may be unable to maintain either the level of traffic on our web sites
or a stable membership base, which would make our sites less attractive than those of our competitors.

Increased competition from these and other sources could require us to respond to competitive pressures
by establishing pricing, marketing and other programs or seeking out additional strategic alliances or
acquisitions that may be less favorable to us than we could otherwise establish or obtain.

We may undertake additional acquisitions or divestitures that may limit our ability to manage and maintain
our business, may result in adverse accounting treatment and may be difficult to integrate into our business

From January 1, 1999 to date, we acquired fifteen businesses and have sold three others. In the future, the
Company may undertake additional acquisitions and sales of certain businesses or operations. These
transactions involve a number of risks, including:

¢ diversion of management attention and transaction costs associated in negotiating and closing the
transaction;
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 challenges in determining the fair value of goodwill, which could adversely affect our results from
operations;

= under-perfomance of an acquired business relative to our expectations;

« inability to retain the customers, management, key personnel and other employees of the acquired
business;

o inability to establish uniform standards, controls, procedures and policies;
< inability to fully utilize all intellectual property of the acquired company;

» exposure to legal claims for activities and obligations of the acquired business arising from events
occurring prior to the acquisition; and

= inability to realize the benefits of divestitures and collect monies owed to us.

Integrating the operations of an acquired business can be a complex process that requires integration of
service personnel, sales and marketing groups, technological infrastructure and service offerings, and
coordination of our development efforts. Customer satisfaction or performance problems with an acquired
business could affect our reputation as a whole. If we are unable to effectively fully manage these risks in
connection with our acquisitions or dispositions, our business, operating results and financial condition could
be adversely affected.

We must manage our growth and comsolidation successfully, including the integration of acquired
companies, in order to achieve our desired results

We have experienced dramatic growth in personnel in recent years and expect to continue to hire
additional personnel in selected areas. We also reduced our workforce in 2001 to decrease our costs and create
greater operational efficiency. This growth and consolidation requires significant time and resource commit-
ments from us and our management. Further, as a result of our acquisitions, approximately 65% of our
employees are based outside of our Boston, Massachusetts, headquarters. If we are unable to effectively
manage a large and geographically dispersed group of employees, anticipate our future growth or manage our
consolidations effectively, our business will be adversely affected.

Our management team has limited experience in running a public company

Our management team has had limited significant experience in a leadership role in a public company.
We cannot assure you that the management team as currently configured will be able to continue to
successfully lead a public company. The failure of the management team to continue to adequately handle this
challenge could have a material adverse effect on our business.

We must attract and retain key management and other highly qualified persommnel in a competitive labor
market ‘

Our success depends largely upon the continued service of our executive officers, including Raymond V.
Sozzi, Jr., our president and chief executive officer, and other key management and technical personnel, and
our ability to continue to attract, retain and motivate other qualified personnel. Competition for such personnel
is high. We have experienced, and we expect to continue to experience in the future, difficulty in hiring highly
skilled employees with the appropriate qualifications. Furthermore our business is labor intensive. If our ability
to assemble a qualified work force were impaired, or if we do not succeed in attracting new personnel and
retaining and motivating our current personnel, our business could be adversely affected.

Our system may fail or experience a slowdown

Substantially all of our communications hardware and certain of our other computer hardware operations
are located at third-party locations such as Hosting.com in Boston, Massachusetts and Navisite in Andover,
Massachusetts and San Jose, California. Fire, floods, earthquakes, power loss (whether through brown-outs or
the like) or distribution issues, telecommunications failures, break-ins, acts of terrorism, and similar events
could damage these systems. Computer viruses, electronic break-ins or other similar disruptive problems could
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also adversely affect our website. Our business could be adversely affected if our systems were affected by any
of these occurrences. At least one of our system providers has filed for bankruptcy protection, which could
limit our ability to exercise certain rights under our agreement with that party, and has caused us to divert
internal resources to address contingency plans. Qur insurance policies may not adequately compensate us for
any losses that may occur due to any failures or interruptions in our systems. We do not presently have any
secondary “off-site” systems or a formal disaster recovery plan. Our network of websites must accommodate a
high volume of traffic and deliver frequently updated information. Qur websites have in the past and may in
the future experience slower response times or decreased traffic for a variety of reasons. These types of
occurrences could cause users to perceive our websites as not functioning properly and therefore cause them to
use another website or other methods to obtain information.

In addition, our users depend on Internet service providers, online service providers and other website
operators for access to our network of websites. Many of them have experienced significant outages in the past,
and could experience outages, delays and other difficulties due to system failures unrelated to our systems.

QOur ability to execute on our supply chain management plan in our direct marketing business is dependent
up on & limited number of suppliers that may be subject to international shipping or trade limitations

Our direct marketing business requires reasonably accurate execution of our supply chain management
plan. We are dependent on third parties to supply us with products for resale to our customers. These third
party suppliers may be subject to international shipping or trade limitations, which may impact the timing of
the delivery and/or cost of these products. If we are unable to successfully procure adequate quantities of
goods from our suppliers on a timely basis, we may not be able to fulfill the orders of our customers.
Furthermore, if customer demand does not materialize based on our projections, it may result in excess
inventory of certain products. Either of these circumstances may have a materially adverse effect on our
business.

Our networks may be vulnerable to unauthorized access, computer viruses and other disruptive problems

A party who is able to circumvent our security measures could misappropriate proprietary information or
cause interruptions in our operations. Internet and online service providers have in the past experienced, and
may in the future experience, interruptions in service as a result of the accidental or intentional actions of
Internet users, current and former employees or others. Moreover, any well-publicized compromise of security
could deter people from using the ‘Internet or from using it to conduct transactions that involve transmitting
confidential information. We may be required to expend significant capital or other resources to protect against
~ the threat of security breaches or to alleviate problems caused by such breaches. Although we intend to
continue to implement industry-standard security measures, there can be no assurance that the measures we
implement will not be circumvented in the future. Eliminating computer viruses and alleviating other security
problems may require interruptions, delays or cessation of service to users accessing web pages that deliver our
content and services, any of which could harm our business, our financial condition and the results of our
operations.

We may be sued for information retrieved from the internet

We may be subjected to claims for defamation, invasion of privacy, negligence, copyright or trademark
infringement, personal injury or other legal theories relating to the information we publish on our network of
websites or in our publications or in the form of web crawling or framing. These types of claims have been
brought, sometimes successfully, against online services as well as other print publications in the past,
particularly in connection with archive services. Qur syndication of content, including U-WIRE content, to
such archive services could expose us to indemnification claims in the event copyright holders assert their
rights, and a request for indemnification for legal fees incurred is pending. We could also be subjected to
claims based upon the content that is accessible from our network of websites through links to other websites
or through content and materials that may be posted by members in chat rooms or bulletin boards including
those located on the CollegeClub.com website. Our insurance may not adequately protect us against these
types of claims.
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We may lose members and our reputation may suffer because of unsolicited bulk mail or spam

Unsolicited bulk e-mail, or Spam (including the dissemination of pornographic links), and our attempts
and others’ attempts to control such Spam could harm our business and our reputation, particularly with
respect to CollegeClub.com. To the extent our efforts to block Spam are not effective, our systems may
become unavailable or may suffer from reduced performance. Spam-blocking efforts by others may also result
in others blocking our members’ legitimate messages. Additionally, our reputation may be harmed if e-mail
addresses with our domain names are used in this manner. Any of these events may cause members to become
dissatisfied and discontinue their use of our network of websites, including CollegeClub.com.

Our status under state and federal financial services regulation is unclear. Violation of any present or futare
regulation could expose us to liability, force us to change our business practice or force us te cease or alter
our offerings

Qur SA Cash offerings involve an industry potentially subject to government regulation. In the future, we
might be subjected to federal or state banking laws or regulations. If we are deemed to be in violation of any
current or future regulations, we could be exposed to financial liability or forced to change our business
practices or offerings. As a result, we could face significant legal fees, delays in extending our product
offerings, a curtailing of current or contemplated offerings, and damage to our reputation that could adversely
affect our financial results.

We believe the licensing requirements of the Office of the Comptroller of the Currency, the Federal
Reserve Board or other federal or state agencies that regulate or monitor banks or other types of providers of
electronic commerce services do not apply to our activities. One or more states may conclude that, under its
statutes, we are engaged in an unauthorized banking business. In that event, we might be subject to monetary
penalties and adverse publicity and might be required to cease doing business with residents of those states. A
number of states have enacted legislation regulating check sellers, money transmitters or service providers as
banks. This uncertainty regarding the scope and application of these regulations has slowed our ability to
market our offerings. Such liability or changes could have a material adverse effect on our business, results of
operations and financial condition. Even if we are not forced to change our business practices, we could be
required to obtain licenses or regulatory approvals that could cause us to incur substantial costs.

Consumer protection, privacy concerms and regulations could impair our ability to obtain and use
information about our members and users and may subject us to litigation

We collect and our network of websites captures information regarding our members and users in order to
provide information to them, enable them to access the services offered on our websites, tailor content to them
or assist advertisers in targeting their advertising campaigns to particular demographic groups. However,
privacy concerns may cause users to resist providing the personal data necessary to support this tailoring
capability. Even the perception of security and privacy concerns, whether or not valid, may indirectly inhibit
market acceptance of our network of websites.

Our network of websites currently uses “cookies” to track demographic information and user preferences.
A cookie is information keyed to a specific server, file pathway or directory location that is stored on a user’s
hard drive, possibly without the user’s knowledge, but is generally removable by the user. Germany has
imposed laws limiting the use of cookies, and a number of internet commentators, advocates and governmen-
tal bodies in the United States and other countries have urged the passage of laws limiting or abolishing the
use of cookies. If these laws are passed, our business, financial condition and results of operations could be
materially harmed.

Legislative or regulatory requirements may heighten privacy concerns if businesses must notify Internet
users that the data may be used by marketing entities to direct product promotion and advertising to the user.
The Federal Trade Commission and state agencies have been investigating various Internet companies
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regarding their use of personal information. In 1998, the United States Congress enacted the Children’s On-
line Privacy Protection Act of 1998. In addition, the Gramm-Leach-Bliley Act (“GLB”), which governs
privacy issues related to financial institutions, went into effect on July 1, 2001. If our programs are determined
to be of a nature covered by the GLB, we may be required to undertake certain notices to our members and
users and/or modify the membership program and other services. We depend upon collecting personal
information from our customers, and the regulations promulgated under this act have made it more difficult
for us to collect personal information from some of our customers. If third parties are able to penetrate our
network security or otherwise misappropriate our users’ personal information, we could be subject to liability.
We could also be liable for claims based on unauthorized purchases with credit card information, impersona-
tion or other similar fraud claims. We could also be held responsible for disclosing personal information or
images, such as our disclosing such information for unauthorized marketing purposes or for including it in our
photo gallery and web cam section on CollegeClub.com. These claims could result in litigation. In addition,
we could incur additional expenses if new regulations regarding the use of personal information are introduced
or if our privacy practices are investigated. Other countries and political entities, such as the European
Economic Community, have adopted such legislation or regulatory requirements. If consumer privacy
concerns are not adequately addressed, our business, financial condition and results of operations could be
materially harmed. Although we carry general liability insurance, this insurance may not be available to cover
a particular claim or may be insufficient. Additionally, our user community on CollegeClub.com exists in part
because of our members’ willingness to provide information about themselves. If claims, litigation, regulation
or the acts of third parties reduce our members’ willingness to share this information or our ability to use it, the
attractiveness of the website will decline, which would reduce our ability to generate revenue through the
affected website.

We may be subject to litigation which could have a material adverse effect upon our business

Our industry has been the subject of substantial amounts of litigation regarding intellectual property and
contractual rights. Consequently, there can be no assurance that third parties will not allege claims against us
with respect to current or future trademarks, advertising or marketing strategies, our syndication of content to
third parties offering archived database service, business processes or other proprietary rights, or that we will
counterclaim against any such parties in such actions. Any such claims or counterclaims could be time-
consuming, result in costly litigation, diversion of management’s attention, require us to redesign our products
or advertising/marketing strategies or require us to enter into royalty or licensing agreements, any of which
could have a material adverse effect upon our business, results of operations and financial condition. Such
royalty or licensing agreements, if required, may not be available on terms acceptable to us or at all.

We may be unable to respond to the rapid techmological change in our industries

Rapidly changing technologies, frequent new product and service introductions and evolving industry
standards characterize our market. To achieve our goals, we need to integrate effectively the various software
programs and tools required to enhance and improve our product offerings and manage our business. Our
future success will depend on our ability to adapt to rapidly changing technologies by continually improving
the performance features and reliability of our products and services. We may experience difficulties that
could delay or prevent the successful development, introduction or marketing of new products and services. In
addition, our new enhancements must meet the requirements of our current and prospective members and
must achieve significant market acceptance. We could also incur substantial costs if we need to modify our
service or infrastructures to adapt to these changes or comply with new regulations.
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QOur intellectual property rights may be vielated or subject to [itigation and we may infringe the intellectual
property rights of others :

We believe that protection of our patents, copyrights, service marks, trademarks, trade secrets,
proprietary technology and similar intellectual property is important to the success of some of our services. We
rely on the following mechanisms to protect such intellectual property:

o patent, trademark and copyright law,
o frade secret protection, and
= confidentiality agreements with employees, customers, independent contractors, sponsors and others.

Despite our best efforts, we cannot assure you that our intellectual property rights will not be infringed,
viplated or legally imitated. Failure to protect our intellectual property could have a material adverse effect on
our business. We have been, and may be, sued or named as a defendant in the future for infringement of the
trademark and other intellectual property rights of third parties. Any such claims or counterclaims could be
time-consuming, result in costly litigation, diversion of management’s attention, require us to redesign our
products or advertising/marketing strategies or require us to enter into royalty or licensing agreements, any of
which could have a material adverse effect on upon our business, results of operations and financial condition.
Such royalty or licensing agreements, if required, may not be available on terms acceptable to us or at all.

Certain current stockholders own a large percentage of our voting stock

As of January 31, 2002, our executive officers, directors and affiliated entities, together own approxi-
mately 39% of our outstanding common stock. Therefore, these stockholders are able to significantly influence
all matters requiring stockholder approval and, thereby, our management and affairs. Matters that typically
require stockholder approval include:

o election of directors,

o merger or consolidation, and

o sale of substantially all of our assets. _

This concentration of ownership may delay, deter or prevent acts that would result in a change of control,
which in turn could reduce the market price of our common stock.
Our stock price could be extremely volatile and may result in litigation against us

The stock market has experienced significant price and volume fluctuations, and our market price has
been in the past and could continue to be volatile. In the past, following periods of volatility in the market
price of a company’s securities, securities class action litigation has often been instituted. Litigation could
result in substantial costs and a diversion of management’s attention and resources.

Our charter documents may inhibit a takeover

Provisions in our charter and bylaws may have the effect of delaying or preventing a change of control or
changes in our management that a stockholder might consider favorable. These provisions include, among
others:

o the division of the Board of Directors into three separate classes,
o the right of the Board to elect a director to fill a vacancy created by the expansion of the Board, and
o the requirement that a special meeting of stockholders be called by the Chairman of the Board,
President or Board of Directors.
Item 7A. Quantitetive and Qualitative Disclosures Abour Market Risk.

The Company does not believe that it has any material market risk exposure with respect to derivative or
other financial instruments.

36




Item 8. Financial Statements and Supplementary Data.

INDEX TO FINANCIAL STATEMENTS

. Page
Reports of Independent Public Accountants ........... ..ot 38
Consolidated Balance Sheets as of December 31, 2000 and 2001 ............ ... ... .. .. o n... - 40
Consolidated Statement of Operations for the years ended December 31, 1999, 2000 and 2001 . ... 41
Consolidated Statement of Changes in Redeemable Convertible Preferred Stock and Stockholders’

Equity for the years ended December 31, 1999, 2000.and 2001 ... ... ... ....... . ... .. 42
Consolidated Statement of Cash Flows for the years ended December 31, 1999, 2000 and 2001. ... 44
Notes to Consolidated Financial Statements .. ... ... i e 46

37




REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Student Advantage, Inc.

We have audited the accompanying consolidated balance sheets of Student Advantage, Inc. and
subsidiaries (a Delaware Corporation) (“the Company”) as of December 31, 2001, and the related
consolidated statements of operations, changes in redeemable convertible preferred stock and stockholders’
equity and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. Qur responsibility is to express the opinion on these financial statements based on
our audits. '

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion. ‘

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Student Advantage, Inc. and subsidiaries as of December 31, 2001, and the results of their
operations and cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States.

/s/ Arthur Andersen LLP

Boston, Massachusetts
March 29, 2002
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders
of Student Advantage, Inc.

In our opinion, the consolidated balance sheets and the related consolidated statements of operations, of
changes in redeemable convertible preferred stock and stockholders equity and of cash flows present fairly, in
all material respects, the financial position of Student Advantage, Inc. and its subsidiaries at December 31,
2000, and the results of their operations and their cash flows for each of the two years in the period ended
December 31, 2000 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management; our responsibility is
to express an opinion on these financial statements based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of America, which
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the accompanying consolidated financial statements for the years ended
December 31, 1999 and 2000 have been restated to reflect the application of the equity method of accounting
for the Company’s investment in Edu.com, Inc.

/s/ PricewaterhouseCoopers, LLP

Portland, Maine

February 7, 2001

Except as to the restatement described in Note 1,
as to which the date is May 10, 2001

39




STUDENT ADVANTAGE, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

December 31,

2000 2001
(restated)
ASSETS
Current assets
Cash and cash equivalents. .. ... ... $ 12,762 § 5,093
RESIHCIEd CASN . o o oot e — 667
Accounts receivable (net of reserves of $815 and $737 at December 31, 2000 and 2001,
TESPECHIVElY . oo e 5,982 6,163
L8 15 1) oy e — 1,863
Prepaid advertising . .. ..o 3,350 1
Prepaid expenses and other cuITent assets. . ..........urineetmernineiiinnenennenns 1,329 3,108
Total current @ssets ... ....vvvriie i F 23,423 16,895
Notes TeCeIvablE . . ..o e — 4,378
Property and equipment, Net. ... ... ...ttt e 13,343 12,033
IV IO It L o e e e e e 1,171 —
Intangible and other assets, net .....................c. ... .. R 13,633 24,825
T0tal ASSEES « . vttt e $ 51,570 $§ 58,131
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable ... ... $ 3,564 § 5,19
Accrued COMPENSAtION . . o\ttt t et e ettt et e et e e e e 2,840 2,517
Other aCCTUSd EXPENSES . . . ..ottt ettt et e e e ’ 7,541 11,056
Current borrowings under revolving line of credit ........... ... ... ... . — 2,500
Deferred reVemUE . . e e e 4,013 3,521
Current obligation under capital lease ............ .. 1,208 1,368
Total current Habilities. . .. ..t e 19,166 26,158
Deferred gain ... ... e s — 534
Other ACCTUEd EXPEISES . . . .ttt et et ettt ettt et e e e e e — 4,188
Warrants payable ... ... e — 1,996
Long-term borrowings under revolving line of credit .......... ... ... ... ... ... — 2,500
Notes payable . .. ..o e s — 10,200
Long-term obligation under capital lease ........... ... .. i 1,861 764
Total long-term obligations . . ... iit i e 1,861 20,182
Total Habilities ... ..ottt et 21,027 46,340 !
Commitments and Contingencies (Note 13)
Stockholders’ equity
Preferred stock, $0.01 par value, 5,000,000 shares authorized, no shares issued and
OUTSTANAING . . .\ ot e e e — —
Common stock, $0.01 par value; 150,000,000 shares authorized; issued and outstanding:
39,621,244 and 47,531,254 at December 31, 2000 and 2001, respectively................. 396 476
Additional paid-in capital .......... . . 104,058 120,298
Accumulated deficit . . . ... . e (73,096)  (108.884)
Notes receivable from stockholders ............................ SN (50) (50)
Deferred compensation ... ....... ...ttt e (765) (49)
Total stockholders’ equity ... ...t e 30,543 11,791
Total liabilities and stockholders’ equity ......... ... ottt $ 51,570 $ 58,131

The accompanying notes are an integral part of these consolidated financial statements.
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STUDENT ADVANTAGE, INC.

CONSQLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data) '

Year ended December 31,
1999 2000 2001
{restated) (restated)

Revenue
Student ServiCes . ..o v it $ 19,722 §$ 28,099 _$ 51,580
Corporate and University Solutions .. .......................... 7,922 19,915 13,783
Total revenue . ... ...t 27,644 48,014 65,363

Costs and expenses

Cost of student services revenue (including stock-based
compensation of $58, $33 and $24 for years ended 1999, 2000 and
2001, respectively) ... e 11,093 10,263 16,403

Cost of corporate and university solutions revenue (including stock- 1
based compensation of $33, $25 and $19 for the years ended 1999, :
2000 and 2001, respectively) ... oo vu i 4,541 9,929 7,070

Product development (including stock-based compensation of $320,
$163 and $82 for the years ended 1999, 2000 and 2001,
respectively) ... 9,974 18,377 17,199

Sales and marketing (including stock-based compensation of $547,
$413 and $306 for the years ended 1999, 2000 and 2001 . ‘
TESPECHIVELY) .« .ot e 12,251 17,880 27,601

General and administrative (including stock-based compensation of
$161, $137 and $108 for the years ended 1999, 2000 and 2001,

respectively) ... e 8,876 11,196 11,252
Depreciation and amortization. . .. ..ot 1,822 6,382 13,946
Impairment of long-lived assets. .. ... e — — 1,916
Restructuring charges . . ...ttt i — — 4,894

Total costs and eXpenses . .......... .o, 48,557 74,027 100,281

Loss from operations ...................... L (20,913)  (26,013)  (34,918)
Equity interest in Edu.com net 1oss ..., (316) (3,776) (495)
Realized gain/ (10SS) .. oo oot e — (367) 1,508
Interest and other income/ (10ss) ...... ... i, 1,358 1,434 (1,676)
Net loss before Income Taxes . . ...t i, (19,871) (28,722) - (35,381)
Provision for income tax........ ... ... .. i — — 207
Net loss after Income Taxes . ...t iinnenn.. $(19,871) $(28,722) $(35,788)
Basic and diluted net loss pershare ............ ... ... $ (0.72) $ (0.79) $ (0.80)

Shares used in computing basic and diluted net loss per share........ 27,410 36,549 44,539

The accompanying notes are an integral part of these consolidated financial statements.
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STUBDENT ADVANTAGE, INC.

CONSOLIDATED STATEMENT OF CHANGES IN REDEEMABLE CONVERTIBLE
PREFERRED STOCK AND STOCKHOLDERS’ EQUITY
(in thousands, except per share data)

Redeemable convertible

Additional Notes Total
preferred stock Common stock paid-in  Accumulated receivable from Treasury Deferred stockholders’
Shares Amount Shares Amount  capital deficit stockholders stock  compensation equity
Balance, December 31, 1998 ................. 2,952,568 $ 10,196 | 20,746,255 $207 $ 18,944 §$ (25,706) $ — $(630) $(3,363) $(10,548)
Exercise of common stock options and warrants — — | 1,075,046 1 665 — (79) — — 597

Sale of common stock under employee stock
purchase plan ...l — —_ 36,258 — 246 — — — — 246

Issuance of common stock and common stock
warrants in connection with the acquisition of
Mentor Interactive. . ..., — — 18,056 — 299 —_ — — — 299

Issuance of common stock in connection with
the acquisition of Transaction Service

Providers. . .....o.oovvriniiiine i — — 195,000 2 268 (444) — — —_ (174)
Issuance of common stock in initial public

offering, net of issuance costs. .............. — — | 6,900,000 69 49,823 — — — — 49,892
Conversion of preferred stock to common stock

in connection with the initial public offering .. (2,952,568) (10,196)| 6,026,043 61 9,505 — — 630 — 10,196
Issuance of common stock for services . ........ — — 8,658 — 108 — — — — 108
Issuance of common stock warrant ... ......... — — —_— — 2,221 — —_ — — 2,221

Deferred compensation relating to grants of stock

OPHOMS. e v vt e e — — — — 228 — —_ — (228) —
Deferred compensation related to cancellation of

stock options for terminated employees ... ... — — — —_ (259) — —_ — 259 —
Compensation relating to grants of stock options — — — — — — — — 1,119 1,119
Issuance of common stock in connection with

the acquisition of Voice FX ............. ... — — 430,082 4 5,642 —_ — — — 5,646
Adjustment to conform fiscal periods for

University Netcasting ..................... — — — — — 1,647 — — — 1,647
NetIoss. ..ot — — - - = _£9_37_1 ) = - —_ _(19.871)
Balance December 31, 1999 .. .. .............. — § 135435398 $354 $ 87690 § (44,374) $(79) $ —  $(2213) $ 41,378
Exercise of common stock options ............ — — 389,968 4 168 — — — — 172
Sale of common stock under employee stock

purchase plan ... ...... ... o — — 145,638 2 412 — — — — 414
Issuance of common stock in connection with

the acquisitions of ScholarAid and College411 — — 325,479 3 1,712 — — _ — 1,715
Issuance of common stock and warrants to At

Home Corporation and John Hancock Small

Cap Value Fund ......................... —_ — 1 2,000,000 20 9,945 — — — — 9,965
Issuance of common stock in connection with

the acquisition of College Club ............. — — | 1,324,761 13 4,808 —_ — — — 4.821
Deferred compensation related to cancellation of

stock options for terminated employees ...... — — — — 677) — — — 677 —
Compensation relating to grants of stock options — — — — — — — — 771 771
Repayment of stock subscription .............. — — — — — — 29 — — 29
Net1oss. oo — — — — — (28,722) — — — (28,722)
Balance December 31,2000.................. — § — 39,621,244  $396 $104,058 § (73,096) $(50) 3 — $ (765)  $ 30543

42
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CONSOLIDATED STATEMENT OF CHANGES IN REDEEMABLE CONVERTIBLE
PREFERRED STOCK AND STOCKHOLDERS’ EQUITY — (Continued)
(in thousands, except per share data)

Redeemable convertible "
Additional Notes Total
preferred stock Common stock paid-in Accumulated receivable from Treasury Deferred stockholders’
Shares Amount Shares Amount capital deficit stockholders stock  compensation equity

Exercise of common stock options ............ — — 118,234 1 71 — — - — 72
Sale of common stock under employee stock

purchase plan...................cooiiuas. — — 168,446 3 266 — — — - 269
Issuance of common stock and warrants in

connection with the acquisition of Edu.com. .. — — 90,000 1 1,163 — — — — 1,164
Issuance of common stock in connection with

the Greylock, Jennison & Stark PIPES

financing, net of financing fees.............. — — | 5,000,000 50 9,750 — — — — 9,800
Issuance of common stock in connection with

the acquisition of OCM Direct ............. — — | 2,433,330 24 5,086 — — — — 5,110
Issuance of common stock in connection with -

the acquisition of CarePackages ............ — — 100,000, 1 81 — — —_ — 82
Deferred compensation related to cancellation of

stock options for terminated employees ... ... — — — Q77 — — — 177 —
Compensation relating to grants of stock options — — — — — — — — 539 . 539
Netloss. ..., — - — — — (35,788) — — — (35,788)
Balance December 31,2001.................. — $ — 147,531,254  $476 $120,298 $(108,884) $(50) 5 — 5 4» $ 11,791

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,
1999 2000 2001
{restated) {restated)

Cash flows from operating activities:

Nt 1088 o oottt $(19,871) $(28,722) $(35,788)
Adjustments to reconcile net loss to net cash used for operating activities:
Depreciation .. ... ... e 829 2,925 6,666
Amortization of intangible assets ......... ... ... i 956 3,457 7,280
Impairment of long term assets ..........c....iii i e — — 1,916
Restructuring charge, net ......... ... . . e — — 3,272
Equity interest in Edu.comnetloss .............. i 316 3,776 495
Provision for bad debt ..... ... ... .. . 180 487 655
Stock based compensation. . ......... i e 1,119 771 539
Issuance of stock in exchange for services ............ . cooivviiiiiian. 151 — —
Issuance of warrants in exchange for services. ............... ... un.. — — 15
Exchange of notes receivable for assets sold, net . ......................... — —_— (480)
Amortization of marketing expense associated with common stock........... 444 888 888
Gain on disposal of assets . ......... .. (16) — —
Realized loss on write-off of investment ........... ... ... ... . ... . ... — 367 —
Changes in current assets and liabilities, net of effects of acquisitions:
Accounts and notes receivable ........ . . i (776) (1,904) (2,372)
Prepaid expenses, other current assets . ........ ...t (2,375) 1,512 1,339
InVentory . .. e — — 3,134 \
Accounts payable ... ... e e e 1,003 128 (2,874)
Accrued cOmpPensation . . ... ...ttt e 386 1,299 (247)
Other aceTued EXPENSES . o\ vt vttt it e e i e e s 2,472 2,768 (153)
Long-term accrued eXPemSes. .. ..o vvru ittt e — — 2,335
Deferred gain on sale of Voice FX ... ... ... i — — (534)
Deferred revenue ... .. . 2,095 (5,811) (239)
Net cash used in operating activities . ........ ..o v, (13,087) (18,059)  (14,153)
Cash flows from investing activities:
Purchases of fixed assets . ... i (2,971) (3,098) . (3,666)
Acquisitions of businesses, net of cash acquired............................. (2,485) (10,992) (9,361)
Purchases of marketable securities................ ... ... . i i (47,223) (8,813) —
Proceeds from sale of marketable securities . ................ ... ... . 26,677 29,359 —
Purchase of investment ........ ... ... . . . (4,262) (1,368) —
Proceeds from sale of Voice FX . ... ... i — — 338
Proceeds from sale of eStudentLoan .......... ... it riniiinenn. ' — — 2,077
Proceeds from sales of fixed assets....... ... ... . i 20 — —
Net cash provided by (used in) investing activities...................... (30,244) 5,088 (10,612)
Cash flows frem financing activities:
Increase in restricted cash . ... ... i i i e — — (667)
Proceeds from sale of preferred and common stock, net of issuance ............ 49,892 9,965 9,800
Repayment of note from stockholder........... .. ... .. i — 29 —
Proceeds from exercise of common stock options, warrants and employee stock
PUTCHASE . . o e et e e 922 586 341
Repayment of capital lease obligations ............ ... iiiiiiiiiiinnn. — (217) (1,489)
Proceeds of revolving line of credit, net............. ... ... . ... . ..., — — 11
Repayment of note payable. ... ... ... . — — (1,100)
Proceeds of notes payable . ... ... ... 100 — 10,200
Net cash provided by financing activities .............ccovviirninannn. 50,914 10,363 17,096

The accompanying notes are an integral part of these consolidated financial statements.
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‘STUDENT ADVANTAGE, INC

CONSOLIDATED STATEMENTS CF CASH FLOWS — (Continued)
(in thousands)

Year Ended December 31,

1999 2000 2001
(restated) (restated)
Adjustment to conform fiscal period of University Netcasting . .................. $ 1,647 — —
Net increase (decrease) in cash and cash equivalents.................. ... ... 9,230 $ (2,608) $ (7,669)
Cash and cash equivalents, beginning of period ................... ... ... 6,140 15,370 12,762
Cash and cash equivalents, end of period . .......... ... .. ... i $ 15370 $ 12,762 $ 5,093
Supplemental Disclosure of Cash Flow Information: _ ‘
Cash paid during the year forinterest .......... ... . .oiiiiiiiiiii $ — 3 5 % —
Cash paid during the year for taxes . ...........oooiiiine i $ — 8 e
Supplemental Disclosure of Noncash Activities:
Issuance of warrants to purchase common stock ..., . 2,200 2,100 6,000
During 1999, the Company acquired businesses as follows:
Fair value of intangible and tangible assets and goodwill acquired ............. $ 8626 §$ — 3 —
Common stock, common stock options and warrants issued................... (6,189) — —
Cash pald . ... i (1,462) — —
Liabilities assumed . ..o $ 975 §$ — 3 —
During 2000, the Company acquired businesses as follows:
Fair value of intangible and tangible assets and goodwill acquired ............. $ —  $21,292 § —
Common stock, common stock options and warrants issued................... — (6,536) - =
Cashpald ... ... — (11,004) —
Liabilities assumed . . ... oottt $ — $ 3752 $ —
During 2001, the Company acquired businesses as follows:
Fair value of intangible and tangible assets and goodwill acquired ............. $ — 3 — $ 30,744
Common stock, common stock options and warrants issued................... — —_ (6,331)
Cancellation of debt. ... .. it — — (1,000)
Decrease in prior inVeStmMent. . ... oottt i — — (3,200)
Cash paid ... ... — — (9,198)
Liabilities assumed . . ... oo ottt e $ — 3 —  $ 11,015
During 2001, the Company disposed of business lines as follows:
Cash TeCeIVED . ..ottt e $ — 3 — $ 2,966
NOtES TECEIVEA . .\ttt i et e e e e — — 5,140
Net @SSELS GIVET UD + vt vttt ettt ettt et — — (6,270)
Deferred gain . ... ... (534)
Other ain . ... 206
GaIN ON SALE . . ittt ettt e e $ — § — $ 1,508

The accompanying notes are an integral part of these consolidated financial statements.
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STUDENT ADVANTAGE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

i. Organization, Nature of Business and Basis of Presentation

Student Advantage, Inc. is an integrated media and commerce company focused on the higher education
market. We work in partnership with colleges and universities and in cooperation with businesses to develop
products and services that are easily available to students and alumni. We report our revenue in two categories:
student services revenue and corporate and university solutions revenue.

Student Advantage, Inc. is the surviving entity of a reorganization of Student Advantage LLC. In
October 1998, Student Advantage LLC effected a recapitalization pursuant to which each of the 10,911
outstanding Members’ Interests converted into 137 Preferred Members’ Interests and 1,479 Common
Members’ Interests, (or an aggregate of 1,497,036 Preferred Members’ Interests and 16,133,892 Common
Members’ Interests). Each Member received the proportion of Preferred and Common Members’ Interests
that corresponded to such Member’s proportion of the 10,911 Members’ Interests that existed immediately
prior to the recapitalization. Immediately following such recapitalization, certain Members sold an aggregate
of 1,250,000 Preferred Members’ Interests to two investors for aggregate consideration of $10 million.
Immediately following such transaction, the Company was reorganized from an “LLC” to a “C” corporation,
and as part of such reorganization, each Member received the number of shares of common stock and of
preferred stock of the Company that was equal to the number of common and preferred Members’ Interests
that such Member held immediately prior to the reorganization. The assets and liabilities of the limited
liability company were transferred to Student Advantage at historical cost. The recapitalization and
reorganization have been accounted for retroactively in the accompanying financial statements.

The Company is subject to the risks and uncertainties common to growing companies, including reliance
on certain customers, growth and commercial acceptance of the internet, dependence on principal products
and services and third-party technology, activities of competitors, dependence on key personnel such as
Raymond V. Sozzi, Jr., Student Advantage’s President and Chief Executive Officer, and limited operating
history.

The Company has also experienced substantial net losses since its inception and, as of December 31,
2001, had an accumulated deficit of $108.9 million. Such losses and accumulated deficit resulted primarily
from significant costs incurred in the development of the Company’s products and services and the preliminary
establishment of the Company’s infrastructure. The Company has taken significant steps through the
restructuring that it announced in October 2001 to reduce operating costs for 2002. The Company currently
anticipates that its available cash resources, together with cash expected to be provided from operations based
upon an anticipated increase in revenue for 2002, will be sufficient to meet its anticipated needs for working
capital and capital expenditures for at least the next 12 months. For purposes of evaluating cash resources
through January 1, 2003, the Company has assumed that it will not be required to repay any amounts under
our credit facility with Reservoir Capital other than the two required payments of $1.25 million each in August
2002 and September 2002. As disclosed in Note 6, the Company amended its agreement with Reservoir
Capital to extend the earliest payment date of the debt to January 1, 2003. The Company’s expectations
regarding available cash resources during the next 12 months are also based on significant reductions in the net
loss that the Company expects to incur in 2002. If the Company’s revenue and expense projections do not
materialize as anticipated, if Reservoir capital exercises its right to require the Company to pay all amounts
outstanding under the credit facility, or if it is otherwise required to repay the amounts outstanding under the
Company’s credit facility with Reservoir Capital, the Company will be required to obtain additional financing.
Failure to generate sufficient revenues, obtain additional capital or financing if needed, or reduce certain
discretionary spending if necessary, could have a material adverse effect on the Company’s ability to achieve
its intended business objectives.

In Jjune 1999, the Company acquired University Netcasting, Inc. (“UNI”). This acquisition was
accounted for using the pooling of interests method; accordingly, the historic consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

of the Company prior to the acquisition have been restated to reflect the financial position, results of
operations and cash flows of UNI.

The 1999 and 2000 financial statements have been retroactively restated to reflect the investment in
Edu.com on the equity method of accounting due to step acquisition accounting. See Note 2 for further
discussion.

2. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Student Advantage, Inc. and its wholly
owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity of three months
or less to be cash and cash equivalents. The Company invests its excess cash in money markets and certificates
of deposit, which are subject to minimal credit and market risk. The Company’s cash equivalents are classified
as “available for sale” and are recorded at cost which approximates fair value. As of December 31, 2000 and
2001, the Company had cash and cash equivalents of $12.8 and $5.1 million, respectively. In addition to the
the Company’s cash and cash equivalents at December 31, 2001, $0.7 million of restricted cash is held in part
by our third party credit card processor and the remaining balance is being held in escrow as agreed in certain
acquisitions

Investments

The Company’s existing investments do not have readily determinable fair values and are, therefore,
accounted for using the cost method. The Company periodically reviews the value of its investments to
consider whether an “other than temporary” decline in market value, below the related carrying amount, has
occurred. Factors considered include the current estimated fair value of the investment, the length of time and
extent to which market value has been less than cost and the financial condition and near-term prospects of
the issuer. When appropriate an impairment loss is recognized related to a decline in investment value.

On November 12, 1999, the Company made an equity investment in Edu.com, Inc. (“Edu.com™), a
privately held e-commerce company. The Company paid approximately $4.3 million in exchange for
approximately 922,000 shares of Series B preferred stock of Edu.com. In January 2000, the Company invested
an additional $1.0 million in exchange for approximately 217,000 shares of Series B preferred stock. On
May 10, 2001, the Company acquired certain assets of Edu.com in exchange for 90,000 shares of Student
Advantage common stock and a warrant to purchase 225,000 shares of common stock, with an exercise price
of $2.28 and a warrant to purchase 225,000 shares of common stock with an exercise price of $3.42, and
assumed certain liabilities of Edu.com. In addition, the Company canceled the $1.0 million secured
promissory note previously issued to the Company by Edu.com in exchange for the assets securing the note.
This consideration and the Company’s previous investment in preferred stock of Edu.com has been accounted
for under the purchase method of accounting. The accounting treatment of the additional investment is to be
in accordance with Accounting Principles Bulletin: The Equity Method for Accounting for Investments in
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Common Stock (“APB 18”), which requires the application of step accounting in accordance with
Accounting Research Bulletin 51: Consolidated Financial Statements Elimination of Intercompany Invest-
ment (“ARB 51). Accordingly, the Company has retroactively restated our investment in Edu.com on the

~equity method of accounting and recorded our ownership percentage of Edu.com’s net loss for the years ended
December 31, 1999 and 2000. As a result of applying the equity method in Edu.com, a portion of the cost of
the Company’s investment has been allocated to the equity in the net assets of Edu.com, amounting to
approximately $1.1, $0.2 and $0.5 million for the transactions occurring in 1999, 2000 and 2001 respectively.
During the fourth quarter of 2001, the Company evaluated the value of the acquisition under FAS 121, due to
the announced restructuring of the Company. As a result, the Company determined that the remaining
balance of goodwill was permanently impaired and accordingly recorded a loss on investment of $0.9 million.
In addition to the loss, the Company had amortized $0.7 million of goodwill as of December 31, 2001.

Cn July 12, 2000, the Company made an investment in alumnipride.com, Inc., (“alumnipride.com”), a
privately held company providing customized websites to national alumni associations. The Company paid
approximately $0.4 million in exchange for approximately 97,000 shares of Series B preferred stock of
alumnipride.com. In October 2000, alumnipride.com was acquired by UConnections.com, Inc. (“Uconnec-
tions.com™), and the shares of preferred stock of alumnipride.com were exchanged for 270,569 shares of
common stock of UConnections.com. At December 31, 2000 the Company evaluated the investment and
determined that the fair value had been permanently impaired and accordingly recorded an unrealized loss in
the amount of $0.4 million.

Revenue Recognition

The Company derives student services revenue from subscription, commerce and advertising. Subscrip-
tion revenue is derived from membership fees related to enrolling students in the Student Advantage
Membership Program. Subscription revenue is recognized ratably from the date of subscription to the end of
the annual membership period, which ends on August 31 of each year. Commerce revenue is derived primarily
from transaction-based revenue earned for reselling products and services, processing stored value transactions
and acquiring student customers on behalf of other businesses. This revenue is recognized upon the
completion of the related contractual obligations. The Company derives revenue from advertisements placed
in SAM, Student Advantage Magazine and on its network of websites. Revenue from fees related to
advertisements placed in SA4A1 is recognized when the magazine is shipped to members. Website advertising
revenue is recognized as the related impressions are displayed, provided that no significant obligations remain
and collection of the related receivable is assured. Certain advertising arrangements include guarantees of a
minimum number of impressions. For arrangements with guarantees, revenue is recognized based upon the
lesser of: (1) ratable recognition over the period the advertising is displayed, provided that no significant
Company obligations remain and collection of the receivable is assured, or (2) a pro-rata portion of contract
revenue based upon impressions delivered relative to minimum guaranteed impressions to be delivered.

Corporate and university solutions revenue is attributable to the parts of our business which are focused
primarily on providing goods and services to corporations and universities and is made up of marketing services
revenue from corporate clients and licensing, management and consulting fees from universities. Marketing
services revenue is derived primarily from providing tailored event management and execution services to
businesses seeking to market their products and services to college students. These services include organizing
and executing marketing tours that travel to college campuses, staffing tables in college locations on behalf of
businesses and providing media planning and placement. This revenue is recognized upon the completion of
the related contractual obligations. Fees from marketing services are recognized as the related services are
rendered, provided that no significant obligations remain and collection of the related receivable is assured.
Payments received in advance of revenue being earned are recorded as deferred revenue.

48




STUDENT ADVANTAGE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In accordance with the Emerging Issues Task Force (“EITF”) Issue No. 99-17 ‘“Accounting for
Advertising Barter Transactions,” the Company has appropriately recorded barter revenue and expense based
upon the fair value of the advertising surrendered in the transaction. Fair value is established by reference to
comparable cash transactions during the six-month period preceding the barter transaction. Generally, barter
transactions involve exchanges of banner advertising. For the years ended December 31, 1999, 2000 and 2001,
the Company recorded $0.6, $1.2 and $4.1 million, respectively, of barter revenue and $0.5, $1.2 and
$4.1 million, respectively, of barter expense recorded as sales and marketing expense.

In accordance with Staff Accounting Bulletin No. 101 “Revenue Recognition in Financial Statements”
(“SAB 101”) and EITF Issue No. 99-19 “Reporting Revenue Gross as a Principal versus Net,” the Company
has evaluated its revenue and determined that it is being appropriately reported in accordance with the
guidance. The Company has recorded certain of its commerce revenue at gross as the Company is the
considered the primary obligor in the transaction.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from these estimates.

Fair Value of Financial Instruments

The carrying amounts of the Company financial instruments, which include cash equivalents, invest-
ments, accounts payable, accrued expenses and notes payable, approximate their fair values at December 31,
2000 and 2001. The Company’s notes receivable issued in connection with the VoiceFX transaction (Note 4)
have been recorded at the net present value of the payments using a discount rate of 8%.

Concentrations of Credit Risk and Significant Customers

SFAS No. 105, “Disclosure of Information About Financial Instruments with Concentrations of Credit
Risk”, requires disclosure of any significant off-balance sheet risk and concentrations of credit risk. The
Company does not have any significant off-balance sheet risk. Financial instruments, which potentially expose
the Company to concentration of credit risk, are comprised primarily of cash, cash equivalents and trade
accounts receivable. The Company places its cash and cash equivalents with financial institutions that have
high credit ratings. Management believes its credit policies are prudent and reflect normal industry terms and
business risk. The Company does not anticipate non-performance by the counter parties and, accordingly, does
not require collateral. Concentration of credit risk with respect to accounts receivable is limited to certain
customers to whom the Company makes substantial sales. To reduce risk, the Company routinely assesses the
financial $trength of its customers and, as a consequence, believes that its accounts receivable credit risk
exposure is limited. The Company maintains reserves for potential credit losses and such losses, in the
aggregate, have not exceeded management’s expectations. For the year ended December 31, 1999, one
customer accounted for 55% of total revenue. For the year ended December 31, 2000, two customers
accounted for 50% of total revenue. For the year ended December 31, 2001, three customers accounted for
23% of total revenue. At December 31, 1999 and 2000, two customers accounted for 56% and 36% of accounts
receivable, respectively. At December 31, 2001, one customer accounted for 33% of accounts receivable.
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Product Development

Costs incurred in product development by the Company are expensed as incurred.

Property and Equipment

Fixed assets are recorded at cost. Depreciation is recorded using the straight-line method over estimated
useful lives as follows:

Years
Furniture and fIXIUreS . ... . oo e 3
Computer equipment and Software. . ... .. .. i e 2-3
EqUIpIment . . o L 3

Amortization of capitalized leased assets and leasehold improvements is recorded using the straight-line
method over the shorter of the lease term or the useful life. Repair and maintenance costs are expensed as
incurred. When fixed assets are retired or otherwise disposed of, the asset cost and accumulated depreciation
and amortization are removed from the accounts and any resulting gain or loss is reflected in income.

Capitalized Computer Software Costs

The Company records expenditures for computer software in accordance with the provision of Statement
of Position 98-1, “Accounting for the Cost of Computer Software Developed or Obtained for Internal Use”. In
accordance with this statement, costs incurred for data conversion, training and maintenance are expensed as
incurred. Once the preliminary project stage is completed, direct costs incurred during the application
development stage are capitalized and amortized over the estimated useful life of the asset. The Company
capitalized $0.5 and $1.6 million in 2000 and 2001, respectively. Amortization of software cost is provided on a
straight-line basis over the estimated useful life, which is approximately two or three years.

Web Site Development Costs

The Company records expenditures for website development in accordance with the provision of the
Emerging Issues Task Force Issue No. 00-2, “Accounting for Web Site Development Costs.” In accordance
with this statement, costs incurred for data conversion, training and maintenance are expensed as incurred.
Once the preliminary project stage is completed, direct costs incurred during the application development
stage are capitalized and amortized over the estimated useful life of the asset. The Company capitalized $0.8
and $0.6 million in 2000 and 2001, respectively. Amortization of website development cost is provided on a
straight-line basis over the estimated useful life, which is approximately two or three years.

Intangible and Other Assets

Intangible assets include the excess of the purchase price over identifiable net assets acquired in
acquisitions. Such assets include goodwill, completed technology, workforce, customer lists, non-compete
agreements, websites and other intangible assets, which are being amortized on a straight-line basis over their
estimated economic lives ranging from two to five years. Accumulated amortization was $5.3 and $10.0 mil-
lion at December 31, 2000 and 2001, respectively. The Company periodically evaluates its intangible assets for
potential impairment. As a result of the application of SFAS 142 in 2002, the goodwill attributable to the
acquisition of OCM Direct will not be amortized in 2002, but will be subject to an impairment test.

Long-Lived Assets

The Company assesses the realizability of long-lived assets in accordance with SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of’. The
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Company reviews its long-lived assets for impairment as events and circumstances indicate the carrying
amount of an asset may not be recoverable. The Company evaluates the realizability of its long-lived assets
based on profitability and cash flow expectations for the related asset. As a result of its review, the Company
recorded asset impairment charges of $1.9 million for the year ended December 31, 2001.

Accounting for Stock-Based Compensation

The Company accounts for stock-based awards to employees using the intrinsic value method as
prescribed by Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations. Accordingly, no compensation expense is recorded for options issued
to employees in fixed amounts and with fixed exercise prices at least equal to the fair market value of the
Company’s common stock at the date of grant. The Company has adopted the provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation,” through disclosure only (Note 9). All stock-based awards to
non-employees are accounted for at their fair value in accordance with SFAS No. 123,

In March 2000, the Financial Accounting Standards Board issued Interpretation No. 44, “Accounting for
Certain Transactions Involving Stock Compensation — an Interpretation of APB No. 25”7 (“FIN 44”). FIN
44 clarifies the application of APB 25 and, among other issues clarifies the following: the definition of an
employee for purposes of applying APB 25; the criteria for determining whether a plan qualifies as a non-
compensatory plan; the accounting consequence of various modifications to the terms of the previously fixed
stock options or awards; and the accounting for an exchange of stock compensation awards in a business
combination. FIN 44 was effective July 1, 2000, but certain conclusions in FIN 44 cover specific events that
occurred at earlier dates. The application of FIN 44 has not had a material impact on the Company’s financial
position or results of operations.

Income Taxes

Prior to its reorganization as a C Corporation in 1998 (Note 1)., the Company was treated as a limited
liability company for federal and state income tax purposes. Accordingly, no provision for corporate income
taxes was recorded during this period and all losses were passed through to Student Advantage LLC’s
members. At the time of its reorganization, the Company adopted the liability method of accounting for
income taxes as set forth in SFAS No. 109, “Accounting for Income Taxes” (Note 10).

Advertising Expense

The Company recognizes advertising expense as incurred. Advertising expense was approximately $1.2,
$1.0 million and $4.7 million for the years ended December 31, 1999, 2000 and 2001, respectively.

Net Loss Per Shave

In accordance with SFAS No. 128, “Earnings per Share”, basic and diluted net loss per share is
computed by dividing the net loss available to common stockholders for the period by the weighted average
basic and diluted number of shares of common stock outstanding during the period. The calculation of diluted
net loss per share excludes potential common stock, as their effect is anti-dilutive.

All outstanding options and warrants to purchase common stock (in 2001 totaling 11,538,814) were
excluded from the calculation of diluted earnings per share for all periods presented because their inclusion
would have been anti-dilutive. '

Reclassification

The financial statements for the years ended December 31, 1999 and 2000 reflect a change in the
classification of revenue categories and the associated cost of sales. The classifications have been changed
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from “Subscription” and “Other” to “Student Services” and “Corporate and University Solutions.” In
addition, the financial statements for the years ended December 31, 1999 and 2000 reflect a change in the
presentation of stock based compensation charges. The charges have been included in each of the operating
expense line items rather than as a separate line item. Certain prior year amounts have been reclassified to
conform to current year presentation.

Recently Issued Accounting Pronouncements

In February 2001, the EITF issued 00-19, “Determination of Whether Share Settlement [s within the
Control of the Issuer for Purposes of Applying Issue No. 96-13”. The issue addresses the accounting for
contracts that are indexed to, and potentially settled in, a company’s own stock. The issue was effective for all
new contracts and contract modifications entered into after September 20, 2000. For contracts that exist on
September 20, 2000, the issue should be applied on June 30, 2001, to those contracts that remain outstanding
at that date. The Company has adopted EITF 00-19 and has applied it to warrants as appropriate.

In July 2001, the FASB issued SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill
and Other Intangible Assets.” SFAS No. 141, which requires all business combinations to be accounted for
using the purchase method, is effective for all business combinations initiated after June 30, 2001. SFAS
No. 142 applies to goodwill and intangible assets acquired after June 30, 2001, as well as to goodwill and
intangible assets previously acquired. Under this statement, goodwill and other certain intangible assets
deemed to have an infinite life will no longer be amortized. Instead, these assets will be reviewed for
impairment on a periodic basis, which may result in a non-cash charge to earnings. This statement was
effective for the Company on July 1, 2001 with respect to any acquisitions completed after June 30, 2001, and
on January 1, 2002 for all other goodwill and intangible assets. Management is currently evaluating the impact
that this statement will have on the Company’s financial statements.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of Long-
Lived Assets”. This statement supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to be Disposed Of” and APB No. 30, “Reporting the Results of
‘Operations — Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions”. This statement provides guidance on recognizing and
measuring impairment for long-lived assets excluding certain long-lived assets, such as goodwill, non-
amortized intangible assets and deferred tax assets. This statement is effective for the Company in the first
quarter of its fiscal year ending December 2002. Management is currently evaluating the impact that this
statement will have on the Company’s financial statements.

3. Acguisitions

For acquisitions accounted for under the purchase method, the purchase price of each transaction has
been allocated to the assets acquired and liabilities assumed based on the fair value of such assets and
liabilities at the respective acquisition dates.

On April 1, 1999, Student Advantage completed its acquisitions of The Travel Holding Group, LLC
(“The Travel Holding Group”), and The Campus Agency, LLC (“The Campus Agency), in exchange for a
promissory note in the amount of $330,000 that has been paid in full. The Campus Agency provides media
planning and strategy consulting services to the U.S. student travel market. The Travel Holding Group is a
reseller of Eurail passes. The acquisition was accounted for as a purchase business combination in accordance
with APB Opinion No. 16, “Business Combinations”, and the Company has consolidated the operations of
The Travel Holding Group and The Campus Agency beginning on the date of acquisition. Goodwill and other
intangible assets in the aggregate amount of $307,000 were recorded in connection with these acquisitions and
are being amortized over three years. At December 31, 2001, due to the Company’s restructuring in the fourth
quarter, the Company evaluated the value of its intangible assets in accordance with FAS 121. As a result, the
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Company wrote down $5,500 related to the remaining goodwill of The Campus Agency and The Travel
Holding Group.

On May 27, 1999, the Company acquired substantially all of the assets of Mentor Interactive Corp., a
provider of internet-based research tools and related materials, in exchange for 18,056 shares of common stock
and a warrant to purchase 24,000 shares of common stock at a purchase price of $11.08 per share with an
aggregate estimated fair value of approximately $0.3 million. The acquisition was accounted for as a purchase
business combination in accordance with APB Opinion No. 16, “Business Combinations”, and the Company
has consolidated the operations of Mentor Interactive Corp. beginning on the date of acquisition. Goodwill
and other intangible assets in the aggregate of $0.3 million were recorded with the acquisition. Due to a
change in estimated economic life, the remaining balance of approximately $0.2 million was fully amortized in
2000.

On June 11, 1999, the Company acquired Transaction Service Providers, Inc. (“Transaction Service
Providers™), a provider of debit card services to college students and local merchants. This acquisition has
been accounted for using the pooling of interests method; because the historical results of operations and
financial position of Transaction Service Providers were immaterial to the Company, prior period financial
statements have not been restated. Accordingly, Transaction Service Providers’ results of operations have been
included in the Company’s results as of April 1, 1999. In connection with the acquisition, the Company issued
195,000 shares of common stock to the stockholders of Transaction Service Providers.

On June 18, 1999, the Company acquired all of the outstanding stock of University Netcasting, Inc.
(“UNI”) in exchange for 2,425,610 shares of Student Advantage common stock and the conversion of all
UNT outstanding common stock options for options to purchase 66,634 shares of Student Advantage common
stock. UNI is a leading operator of official athletic websites for colleges, universities and college sports
associations. Through its FANSonly Network, UNI provides sports fans with comprehensive online informa-
tion and analysis on college sports. This acquisition was accounted for using the pooling of interests method;
accordingly, the historic consolidated financial statements of the Company prior to the acquisition have been
restated to reflect the financial position, results of operations and cash flows of UNI. Effective June 18, 1999,
UNT’s fiscal year end changed from March 31 to December 31 to conform to the Company’s year end. UNT’s
results of operations for the years ended March 31, 1997, 1998 and 1999 have been included in the Company’s
December 31, 1996, 1997 and 1998 results, respectively. UNI’s results for year ended December 31, 1999
have been included in the Company’s year ended December 31, 1999 results. Accordingly, UNT’s operations
for the three months ended March 31, 1999 have been included in the Company’s results for both the years
ended December 31, 1998 and 1999. Revenue and net loss for UNI for the three months ended March 31,
1999 were $0.7 and $1.6 million, respectively. This net loss has been reported as. an adjustment to the
consolidated accumulated deficit.

On October 7, 1999, the Company acquired Voice FX Corporation (“Voice FX”), a leading provider of
internet and interactive voice response services to college and university registrars. In connection with the
acquisition, the Company paid approximately $1.1 million in cash, issued 430,082 shares of Student
Advantage common stock, valued at approximately $5.0 million, and agreed to assume all outstanding options
to purchase Voice FX common stock through issuing 59,687 options to purchase common stock valued at
approximately $0.7 million. The Company also incurred approximately $0.2 million in professional and other
fees associated with this acquisition. The acquisition was accounted for as a purchase business combination in
accordance with APB Opinion No. 16, “Business Combinations”, and the Company has consolidated the
operations of Voice FX beginning on the date of acquisition. Goodwill and other intangible assets in the
aggregate amount of $6.4 million have been recorded in connection with the acquisition and are being
amortized on a straight-line basis over expected useful lives of between three and five years.
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The acquired assets and assumed liabilities associated with the purchase of Voice FX have been allocated
as follows (in thousands):

Working capital, net .. ... .. e $ 21
Fixed @ssets .. ...t e 564
Completed technology . ... i 1,230
In-place WOrkforce .. ........oveirir i 470
GoodWill. . .. e L. 4644

Total PUrChasSE PIiCE . . oot $6,929

The following unaudited pro forma data summarizes the results of operations for the year ended
December 31,1999 as if the acquisition of Voice FX had been completed on the first day of the period. The pro
forma data gives effect to actual operating results prior to the acquisition and adjustments to reflect
amortization of goodwill and other intangible assets. These pro forma amounts do not purport to be indicative
of the results that would have actually been obtained if the acquisition had occurred on January 1, 1999, or
that may be obtained in the future.

Year ended

(unaudited, in
thousands, except

per share)
F B L7511 O U $ 31,571
Nt 1088 . vt e et e e e e $(22,097)
Net loss per common share:
Basic and diluted . ... it $ (0.81)

On May 17, 2000, the Company acquired College411.com, Inc. (“College411”), a provider of web-based
college and university student-focused content. In connection with the acquisition, the Company issued
193,837 shares of common stock, assumed all of College411’s outstanding common stock options, which were
converted into options to purchase a total of 36,162 shares of the Company’s common stock, and forgave a
loan of approximately $0.3 million. The acquisition was accounted for as a purchase business combination in
accordance with APB Opinion No. 16, “Business Combinations”, and the Company has consolidated the
operations of College411 beginning on the date of acquisition. Goodwill and other intangible assets in the
aggregate amount of $1.5 million have been recorded in connection with the acquisition and are being
amortized on a straight-line basis over two years. At December 31, 2001, due to the company restructuring in
the fourth quarter, the company evaluated the value of its intangible assets in accordance with FAS 121. As a
result, the Company wrote down $0.3 million related to the remaining goodwill of College411.

On May 18, 2000, the Company acquired ScholarAid.com, Inc. (“ScholarAid’), a provider of web-based
scholarship and educational research tools. In connection with the acquisition, the Company issued 131,638
shares of common stock, assumed all of ScholarAid’s outstanding common stock options, which were
converted into options to purchase a total of 21,302 shares of the Company’s common stock, and forgave a
loan of approximately $0.5 million. The acquisition was accounted for as a purchase business combination in
accordance with APB Opinion No. 16, “Business Combinations”, and the Company has consolidated the
operations of ScholarAid beginning on the date of acquisition. Goodwill and other intangible assets in the
aggregate amount of $1.4 million have been recorded in connection with the acquisition and are being
amortized on a straight-line basis over three years. On November 26, 2001 in relation to the sale of
eStudentLoan, the remaining $0.7 million of goodwill was written off again the gain on the eStudentLoan
transaction.
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On July 28, 2000, the Company acquired from CollegeClub.com, Inc. (“CollegeClub”), certain assets of
its eStudentLoan, LLC (“eStudentLoan”) subsidiary relating to its student loan search engine business, in
exchange for approximately $0.9 million in cash. The acquisition was accounted for as a purchase business
combination in accordance with APB Opinion No. 16, “Business Combinations”, and the Company has
consolidated the operations of eStudentLoan beginning on the date of acquisition. An intangible asset in the
approximate amount of $1.1 million was recorded in connection with the acquisition and is being amortized on
a straight-line basis over three years. On November 26, 2001, the Company completed the sale of its
eStudentLoan business to a third-party. As consideration for the transaction the Company received net
proceeds of $2.3 million in cash. The Company has recognized $0.9 million as a gain in their statement of
operations related to this transaction during the year ended December 31, 2001. The recorded gain was net of
$1.2 million of remaining goodwill related to the acquisitions of eStudentLoan and Scholaraid.

On QOctober 31, 2000, the Company acquired substantially all of the assets of CollegeClub, an integrated
communications and media internet company for college students, and certain of its subsidiaries that had filed
for protection under Chapter 11 of the federal Bankruptcy Code, in exchange for approximately $8.3 million in
cash, 1,324,761 shares of common stock and the assumption of certain liabilities. The sale was approved by the
federal Bankruptcy Court in Southern California. The acquisition was accounted for as a purchase business
combination in accordance with APB Opinion No. 16, “Business Combinations”, and the Company has
consolidated the operations of College Club beginning on the date of acquisition. An intangible asset, related
to a contract with a customer that was acquired through the acquisition, in the approximate amount of $4.6
million has been recorded in connection with this acquisition and is being amortized on a straight-line basis
over thirty months.

The acquired assets and assumed liabilities associated with the purchase of CollegeClub have been
allocated as follows (in thousands):

Working capital, Net ... ...t e $ 2,359
Long-term obligation under capital leases ............... ... ool (2,045)
Fixed assets ......... e e 8,769
COMITACTS . . ottt e e 4,649
Total purchase Price ... ...ttt $13,732

The following unaudited pro forma data summarizes the results of operations for the years ended
December 31, 1999 and 2000 as if the acquisition of CollegeClub had been completed on the first day of each
respective period. The pro forma data gives effect to actual operating results prior to the acquisition and
adjustments to reflect amortization of goodwill and other intangible assets. These pro forma amounts do not
purport to be indicative of the results that would have actually been obtained if the acquisition had occurred on
January 1, 1999 and 2000, respectively, or that may be obtained in the future. The pro forma amounts below
do not include amounts related to insignificant acquisitions that occurred during 1999 and 2000.

1999 2000

(unaudited, in thousands,
except per share data)

Nl TEVENUE . oottt ettt e e e e e e e $ 30,557 § 54,239
Nt 1088 . o $(46,378) $(73,074)
Net loss per common share:

Basic and diluted .. ... ... e $ (1.69) $ (2.00)

On May 10, 2001, the Company acquired certain assets of Edu.com, Inc., a privately held e-commerce
company specializing in sales of consumer electronics, hardware and software to students. Prior to the
acquisition, the Company was a stockholder of Edu.com and a party to a marketing and distribution
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agreement with Edu.com. On November 12, 1999, the Company made an equity investment in Edu.com of
approximately $4.3 million in exchange for approximately 922,000 shares of Series B preferred stock and
entered into a marketing and distribution agreement with Edu.com providing for payments of $2.0 million to
the Company over the term of the agreement. In January 2000, we invested an additional $1.0 million in
exchange for approximately 217,000 shares of Series B preferred stock. At December 31, 2000, $1.0 million
remained payable under the agreement. In satisfaction of this obligation, we accepted a secured promissory
note, which was payable on December 31, 2001, from Edu.com. In connection with the Company’s acquisition
of certain assets of Edu.com in May 2001, we issued 90,000 shares of our common stock and a warrant to
purchase 225,000 shares of common stock with an exercise price of $2.28 and a warrant to purchase 225,000
shares of common stock with an exercise price of $3.42, and assumed certain liabilities of Edu.com. In
addition, we canceled the $1.0 million secured promissory note previously issued to us by Edu.com in
exchange for the transfer of assets securing the note. This consideration, including the Company’s previous
investment in Edu.com was accounted for as a purchase business combination in accordance with APB
Opinion No. 16, “Business Combinations”. The resulting treatment of the additional investment is in
accordance with Accounting Principles Bulletin: The Equity Method for Accounting for Investments in
Common Stock (“APB 18”), which requires the application of step accounting in accordance with
Accounting Research Bulletin 51: Consolidated Financial Statements Elimination of Intercompany Invest-
ment (“ARB 51”). Accordingly, the Company has retroactively restated our investment in Edu.com on the
equity method of accounting and recorded our ownership percentage of Edu.com’s net loss for the years ended
December 31, 1999 and 2000. As a result of applying the equity method in Edu.com, a portion of the cost of
the Company’s investment has been allocated to the equity in the net assets of Edu.com, amounting to
approximately $1.1, $0.2, and $0.5 million for the transactions occurring in 1999, 2000 and 2001 respectively.
Goodwill and other intangible assets aggregated approx. $1.6 million in connection with the acquisition of
Edu.com. During the fourth quarter of 2001, the Company evaluated the value of the acquisition under
FAS 121, due to the announced restructuring of the Company. As a result, the Company determined that the
remaining balance of goodwill was permanently impaired and accordingly recorded a loss on investment of
$0.9 million. In addition to the loss, the Company had amortized $0.7 million of goodwill as of December 31,
2001.

On June 25, 2001, the Company entered into an Agreement and Plan of Merger (the “Agreement”), by
and among the Company, Orion Acquisition Corp., a wholly owned subsidiary of the Company (“Orion”),
OCM Enterprises, Inc. (“OCM”) and Devin A. Schain, Michael S. Schoen, Howard S. Dumbhart, Jr.,
Paul D. Bogart and Steven L. Matejka (the “OCM Stockholders™). Pursuant to the Agreement, OCM was
merged with and into Orion, which survived the merger and changed its name to OCM Direct, Inc. (“CCM
Direct”). The aggregate consideration paid by the Company to the OCM Stockholders in connection with the
acquisition of OCM was (i) $8.0 million in cash paid at the closing, (ii) 2,433,333 shares of the Company’s
common stock, issued at the closing, (iii} shares of common stock to be issued not later than June 25, 2002
with a value of $1.25 million at the time of issuance based on the average of the last reported sales prices per
share of common stock over the ten trading days ending on the trading day that is three days prior to the date
of issuance, provided that the number of shares will not be less than 208,333 or greater than 1,250,000, and
(iv) in the event that OCM Direct attains certain revenue performance goals described in the Agreement after
the closing, up to $1.5 million payable at the Company’s option in either shares of common stock or a
combination of shares of common stock and cash, with the shares of common stock valued at the time of
issuance based on the average of the last reported sales prices per share over the ten trading days ending on the
trading day that is three days prior to the date of issuance or $1.00, whichever is greater, subject to adjustment
under certain circumstances described in the Agreement. Under certain circumstances, the Company agreed
to register with the Securities and Exchange Commission the shares of common stock issued in connection
with the acquisition of OCM Direct for resale by the OCM Stockholders. The acquisition was accounted for
as a purchase business combination in accordance with APB Opinion No. 16, “Business Combinations”, and
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the Company has consolidated the operations of OCM Direct beginning on the date of acquisition. Goodwill
and other intangible assets aggregated $18.5 million in connection with the acquisition of OCM Direct.

The acquired assets and assumed liabilities associated with the purchase of OCM Dlrect have been
allocated as follows (in thousands):

Working capital, net ... ... e . $ 4921

Long-term obligation under capital leases ........... ... ... i, (552)
Fixed assets ............. e SO 1,633
COnMraCES - ..o ~ 1,400
TechnOlOgy . . . oo 300
GoodWill . . .o 16,818

Total purchase price ... ... o i $24,520

The following unaudited pro forma data summarizes the results of operations for the years ended
December-31, 2001 as if the acquisition of OCM Direct had been completed on the first day of the period. The
pro forma data gives effect to actual operating results prior to the acquisition and adjustments to reflect
amortization of goodwill and other intangible assets. These pro forma amounts do not purport to be indicative
of the results that would have actually been obtained if the acquisition had occurred on January 1, 2001, or
that may be obtained in the future. The pro forma amounts below do not include amounts related to
insignificant acquisitions that occurred during 2001.

2001

(unaudited, in
thousands, except
per share data)

Nt TEVENUE .« .ottt e e e e e $ 71,387
Nt 10SS . o et e e $(40,164)
Net loss per common share:

Basicand diluted ........................ e $ (0.88)

On October 1, 2001, the Company and our wholly-owned subsidiary, OCM Direct, Inc., acquired
substantially all of the assets of CarePackages.com, LLC, a privately held e-commerce company specializing
the sale of direct mail gift packages or care packages to college students. The acquisition was accounted for as
a purchase business combination in accordance with APB Opinion No. 16, “Business Combinations”, and the
Company has consolidated the operations of OCM Direct beginning on the date of acquisition. In connection
with the acquisition, the Company issued 100,000 shares of the Company’s common stock, and paid $30,000
in cash to creditors of CarePackages.com, LLC. Goodwill and other intangible assets aggregated $0.1 million
in connection with the acquisition. i

4. Dispositions

On May 31, 2001, the Company completed the sale of its Rail Connection business to Wandrian, Inc.
(“Wandrian”), for aggregate consideration of $0.6 million, in the form of a secured promissory note for
$0.2 million payable over the next three years and a second promissory note for $0.4 million convertible into
Wandrian’s Series B Preferred Stock and maturing on May 31, 2006. As a result of this transaction, the
Company recorded a gain of $0.3 million, which was net of remaining goodwill of approximately $68,000, in its
results for the period ended December 31, 2001.

On November 7, 2001, the Company transferred substantially all of the assets and liabilities relating to
our Voice FX business to a newly formed, wholly owned limited liability company, Voice FX, LLC (*“Voice
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FX”). As of the same date, two former managers and owners (“‘the Buyers”) of our Voice FX business, who
sold the business to Student Advantage in 1999, entered into a call option agreement (“‘the Option™) with the
Company to purchase all of the Company’s interest in Voice FX. As consideration for the entering into the
Option the Company received $0.9 million, of which $0.6 million was paid in cash and $0.3 million was in the
form of a Promissory Note (the “First Note”), bearing interest of 12.9%, with a maturity of December 31,
2002. The Option was exercised on November 7, 2001 and on December 31, 2001, we sold our interest in
Voice FX to the Buyer, for consideration consisting of a Promissory Note for $3.0 million (the “Second
Note™), a Promissory Note for $0.9 million (the “Third Note”), and $1.1 million related to the net working
capital of the Voice FX business, of which $0.2 million was received January 3, 2002 and $0.9 million was
received on March 28, 2002. The Second Note, bearing interest of 14.5%, requires payments of interest to
begin on March 31, 2003, with the principal and remaining interest coming due on December 31, 2006. The
Third Note, which is non-interest bearing, requires payments of principal beginning June 30, 2003, with the
final payment coming due on December 31, 2007. The Company recorded the Second and Third note at their
net present value of the payments using a discount rate of 8%. As a result of the transaction, Student
Advantage recorded a total gain of $1.0 million, which was net of $0.3 million in transaction expenses. Of the
gain, $0.5 million was deferred until such time as the outstanding notes are collected. On December 28, 2001,
the Company and the Buyer entered into two marketing agreements, whereby the Company will provide
marketing and promotional services to the Buyer for a cumulative fee of $2.7 million. The services will be
provided from January 1, 2002 through March 31, 2006.

On November 26, 2001, the Company completed the sale of its eStudentLoan business to a third-party.
As consideration for the transaction the Company received net proceeds of $2,300,000 in cash. The Company
has recognized $0.9 million as a gain in their statement of operations related to this transaction during the year
ended December 31, 2001. The recorded gain was net of $1.2 million of remaining goodwill related to the
acquisitions of eStudentLoan and Scholaraid.

5. Property and Equipment

Property and equipment consist of the following (in thousands):
December 31

2000 2001
Furniture and fIXtUIes . ...t $ 396 $ 859
Computer equipment and software ........ . ... .. ... it 17,366 10,787
Equipment .. ...t e 465 10,941
Leasehold improvements . .. ...ttt e 853 1,101

19,080 23,688
Less: Accumulated depreciation and amortization....................... 5,737 11,655

$13,343  $12,033

Depreciation and amortization expense with respect to property and equipment and capital leases for the years
ended December 31, 1999, 2000 and 2001 was $0.9, $2.9 and $6.7 million, respectively.

6. Berrowings

On June 25, 2001, the Company entered into a loan agreement (the “Loan Agreement”) by and among
the Company, the subsidiaries of the Company and Reservoir Capital Partners, L.P., Reservoir Capital
Associates, L.P. and Reservoir Capital Master-Fund, L.P. (collectively the “Lenders”) providing for the
establishment of a credit facility in the aggregate principal amount of up to $15.0 million, consisting of a
$10.0 million term loan and a $5.0 million revolving loan. The Company borrowed $10.0 million in the form of
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a term loan (the “Term Loan”) and $5.0 million in the form of a revolving loan (the “Revolving Loan”), and
used substantially all of these proceeds to pay the cash portion of the purchase price for the acquisition and
existing debt of OCM Direct, Inc. The remainder of the proceeds from the credit facility were used for
working capital and general corporate purposes of the Company. The credit facility matures in June 2004
provided the Lenders may terminate all commitments under the credit facility as early as September 2002 and
require payment of all outstanding amounts under the credit facility by January 1, 2003. If the Lenders do not
give us notice of termination of the credit facility by June 25, 2002, the Lenders have the right to terminate the
facility in September 2003 and require payment by October 2003. In addition, the credit facility requires
mandatory prepayments of $1.25 million before August 1, 2002 and again on September 1, 2002 to paydown
the principal due under the credit facility, and in connection with certain asset sales and equity issuances by
the Company or its subsidiaries. The credit facility is secured by a lien against substantially all of the assets of
the Company, and is guaranteed by all of the Company’s subsidiaries (excluding OCM Direct and its
subsidiaries), which guarantees are also secured, excluding OCM Direct and its subsidiaries. Interest accrues
under the credit facility at 12% per annum, and interest on the term loan portion is not currently payable in
cash unless, under certain circumstances, the Lenders elect to have the Company pay such interest, in which
case, the Company may choose to pay the accrued interest in cash or in common stock (provided that the
option to pay such amount in common stock will only be available if, after issuance of such shares of common
stock, the shares would be the subject of an effective registration statement or could be immediately resold by
the Lenders). If the common stock option is selected, the number of shares of common stock deliverable will
be determined by dividing the amount of interest being paid by 80% of the volume weighted average price as
of the applicable term loan interest payment date. The Company will assess the impact of beneficial
conversion features if the common stock option is selected. The Company is also required to pay annual
facility and commitment fees equal to 2.5% of the amounts borrowed. The credit facility also requires that the
Company and its subsidiaries comply with certain affirmative, negative and financial covenants, which are
more specifically described in the Loan Agreement.

On November 6, 2001, we modified certain provisions and covenants of our Loan Agreement with the
Lenders and increased the aggregate amount of the term loan deemed outstanding under our credit facility by
$0.2 million, paid $0.1 million in cash and issued immediately exercisable warrants to purchase an aggregate
of 100,000 shares of common stock with an exercise price of $.01 per share. The fair value of the warrants has
been recorded as a deferred financing cost included in other assets on its balance sheet for the period ended
December 31, 2001, and will be recognized as interest expense over the term of the debt. In accordance with
EITF 00-19, “Accounting for Derivative Financial Instruments- Indexed to, and Potentially Settled in, a
Company’s Own Stock”, we will mark the value of these warrants to market at each reporting period. -

On March 29, 2002, the Company amended its Loan Agreement with the Lenders to provide that in the
event the Lenders provide notice to the Company on or before the June 25, 2002 anniversary date of the loan
closing that it is terminating all commitments under the credit facility in September 2002, the Company will
have until January 1, 2003 to repay the loans before an event of default occurs. This amendment does not
serve to eliminate or modify any other default provisions. The Company also agreed to pay the Lenders
$1.25 million before August 1, 2002 and $1.25 million before September 1, 2002, to reduce the Company’s
principal due under the credit facility. Additionally, the amendment fixed the number of shares subject to the
Term Warrants issued to the Lenders which become exercisable on June 25, 2002, as specified in the Warrant
Agreement, at the full number of shares for which the Term Warrants were issued if any amount of the Term
Loan is outstanding on that date, rather than a pro rata portion based on the Term Loan balance.

As of December 31, 2000 and 2001 the Company had total borrowings outstanding of $0 and
$15.2 million, respectively.
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7. Preferred Stock
Undesignated Preferved Stock

On April 5, 1999, the Company’s Board of Directors approved, which the stockholders approved in May
1999, 5,000,000 shares of undesignated preferred stock. Issuances of the undesignated preferred stock may be
made at the discretion of the Board of Directors (without stockholder approval), in one or more series and
with such designations, rights and preferences as determined by the Board. As a result, the undesignated
preferred stock may have dividend, liquidation, conversion, redemption, voting or other rights, which may be
more expansive than the rights of holders of common stock. At December 31, 2000 and 2001 there were no
shares of undesignated preferred stock issued or outstanding.

8. Stockholders’ Equity
Initial Public Offering (“IPO”)

On June 23, 1999, the Company completed an TPO of 6,000,000 shares of common stock resulting in
proceeds of approximately $44.6 million. Upon closing of the IPO, each outstanding share of redeemable
convertible preferred stock converted into shares of common stock at a three to one ratio. On July 21, 1999, an
additional 900,000 shares of common stock were issued by the Company as a result of the full exercise of the
underwriters’ over-allotment option. The Company received additional proceeds of $6.7 million as a result of
the exercise.

Private Placement

On October 27, 2000, the Company issued 800,000 shares of common stock to At Home Corporation
(“Excite@Home”), a provider of broadband services, and 1,200,000 shares of common stock to John
Hancock Small Cap Value Fund, for an aggregate purchase price of $10.0 million. The Company also issued
to these investors warrants to purchase a total of 1,000,000 shares of common stock, half of which were issued
with an exercise price of $3 per share and half of which were issued with an exercise price of $6 per share. In
connection with the transaction, the Company entered into an alliance agreement with Excite@Home to
jointly market Excite@Home’s broadband service and Student Advantage Network content to student and
university customers.

On May 1, 2001, the Company issued five million shares of common stock to five investors, for an
aggregate purchase price of $10.0 million. We also issued to these investors warrants to purchase an additional
2.3 million shares of common stock, including warrants to purchase 1.5 million shares of common stock with
an exercise price of $3.00 per share and warrants to purchase 800,000 shares of common stock with an exercise
price of $1.26 per share. The warrants to purchase 800,000 shares with an exercise price of $1.26 per share are
subject to certain exercise price adjustments on certain dates based upon volume-weighted average sales
prices. An adjustment described in the preceding sentence to the exercise price of the warrants shall not result
in an adjustment to the number of shares of common stock issuable upon exercise of the warrants.

See warrant footnote below for discussion of how warrants were valued and recorded.

Warrants

In July 1999, the Company entered into a marketing agreement with Lycos, Inc. In connection with the
transaction, Lycos was granted a warrant (the “Lycos warrant”) to purchase 550,000 shares of common stock
at a purchase price of $10.88 per share. The Lycos warrant terminates on July 21, 2002 and was exercisable on
or after July 21, 2000. The Company valued the Lycos warrant, using the Black-Scholes method, at
$2.2 million, which is included in other assets and is being recognized as a sales and marketing expense.
During 2000 and 2001, $0.9 and $0.9 million of the warrants value was recognized as sales and marketing
expense, respectively. As of December 31, 2001 the company had completely amortized the asset.
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In May 1999, the Company issued a warrant for the purchase of 24,000 shares of common stock at a
purchase price of $11.08 per share in connection with its acquisition of Mentor Interactive Corp. This warrant
was exercisable upon issue and expired unexercised on May 27, 2000.

In October 2000, the Company issued a warrant for the purchase of 200,000 shares of common stock with
an exercise price of $5.00 and an additional warrant for the purchase of 200,000 shares of common stock with
an exercise price of $6.00 in connection with the private placement. These warrants were exercisable upon
issuance and expire on October 26, 2002 and October 26, 2003, respectively. The Company valued the
warrants, using the Black-Scholes method, at $0.8 million.

In October 2000, the Company issued a warrant for the purchase of 300,000 shares of common stock with
an exercise price of $5.00 and an additional warrant for the purchase of 300,000 shares of common stock with
an exercise price of $6.00 in connection with the private placement. These warrants were exercisable upon
issuance and expire on October 26, 2002 and October 26, 2003, respectively. The Company valued the
warrants, using the Black-Scholes method, at $1.3 million.

In May 2001, in connection with the Company’s private placement, the Company issued warrants to
purchase 1,925,000 shares of common stock. Of the warrants issued, 800,000 and 1,125,000 have exercise
prices of $1.26 and $3.00, respectively. These warrants were exercisable upon issuance and expire on May 1,
2005. The warrants priced at $1.26 have an adjustment feature for changes in the market price of the
underlying stock semi-annually through May 1, 2003. The Company valued the warrants, using the Black-
Scholes method, at $3.8 million, and recorded the amount as a cost of the private placement.

In May 2001, the Company issued a warrant for the purchase of 225,000 shares of common stock with an
exercise price of $2.28 and an additional 225,000 warrants with an exercise price of $3.42 in connection with
the purchase of certain Edu.com assets. These warrants were exercisable upon issuance and expire May 9,
2006. The Company valued the warrants, using the Black-Scholes method, at $0.9 million.

In June 2001, in connection with the transaction contemplated by the Loan Agreement with Reservoir
Capital Partners, L.P., Reservoir Capital Associates, L.P. and Reservoir Capital Master Fund, L.P.
(collectively the “lenders”) the Company entered into a Warrant Agreement (the “Warrant Agreement”),
dated June 25, 2001, by and among the Company and the Lenders, under which the Company issued to the
Lenders warrants to purchase a number of shares of common stock based on the outstanding balance of the
Term Loan and Revolving Loan. In accordance with the Warrant Agreement, the Company issued to the
Lenders (i) warrants to purchase an dggregate of 500,000 shares of common stock, which are exercisable
immediately, (ii) warrants to purchase an aggregate of 500,000 shares of common stock, which were amended
in March 2002 to become exercisable if any of the Term Loan is outstanding on June 25, 2002, and
(iii) warrants to purchase an aggregate of 500,000 shares of common stock, which become exercisable if the
entire balance of the Term Loan is outstanding on June 25, 2003 (or a pro rata portion of the 500,000 shares if
only a portion of the Term Loan is then outstanding) (collectively, the “Term Warrants’). The number of
shares subject to the Term Warrants is subject to adjustment under certain circumstances in accordance with
the terms of the Term Warrants. The Company also issued to the Lenders warrants (the “Revolving
Warrants™) to purchase a number of shares of common stock based on the outstanding balance of the
Revolving Loan. The number of shares subject to the Revolving Warrants is initially zero and increases by an
aggregate of 20,833 shares for each full month that the entire Revolving Loan is outstanding (or a pro rata
portion of the 20,833 shares for each shorter time period or lesser outstanding balance). The Company also
agreed to issue one or more default warrants (the “Default Warrants” and, collectively with the Term
Warrants and the Revolving Warrants, the “Warrants”) to purchase shares of common stock in the event that
the Company receives a notice of an event of default under the Loan Agreement. The number of shares
subject to the Default Warrants shall initially equal the outstanding balance of the Term Loan and Revolving
Loan including capitalized interest and accrued interest at such time divided by $1,000, and shall increase by
one-thirtieth of such amount (or pro rata portion of such amount if the balance is reduced after the issuance of
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the Default Warrant) for each day that the event of default continues. The exercise price applicable to all of
the Warrants is $.01 per share. The number of shares issuable upon exercise of the Warrants is subject to
adjustment in accordance with the terms of the Warrant Agreement in the event that the Company issues
certain additional securities at a price per share equal to less than ninety percent of the average trading price of
the common stock over the 20 trading days preceding the date of issuance. The Warrant Agreement also
requires that the Company register with the Securities and Exchange Commission the shares of common
stock issuable upon exercise of the Warrants or issued in respect of accrued interest for resale by the Lenders
within ninety days after the closing and use commercially reasonable efforts to cause the registration statement
to be declared effective as soon as practicable. Under the terms of the Warrant Agreement, following payment
or acceleration of the Term Loan, reduction or termination of the revolving loan commitment or issuance of
the Default Warrants, the holders of the Warrants shall have the right to require the Company to purchase all
or a portion of the Term Warrants, Revolving Warrants and Default Warrants, as the case may be, at a price
per share of $2.50 plus, from and after June 235, 2002, interest at a rate equal to 27% per annum through the
date of payment. As of December 31, 2001, the Company valued the warrants issued under the Warrant
Agreement at the full put-right value of $1.3 million which is higher than the fair value of the warrants. This
amount has been recorded as a deferred financing cost included in other assets in the accompanying balance
sheet and is being recognized as interest expense over the term of the debt. In accordance with EITF 00-19,
“Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own
Stock”, the Company will continue to mark the value of these warrants to market at each reporting period and
record the warrants at the higher of the put right value or the fair value.

In September 2001, the Company issued a warrant for the purchase of 17,500 shares of common stock
with an exercise price of $1.50 in connection with certain services provided. The Company valued the warrant,
using the Black-Scholes method, at $15,000, which was recorded as a sales and marketing expense.

On November 6, 2001, we modified certain provisions and covenants of our loan agreement with
Reservoir Capital Partners, Reservoir Capital Associates and Reservoir Capital Master Fund (collectively, the
“Lenders”) and increased the aggregate amount of the term loan deemed outstanding under our credit facility
by $0.2 million, paid $0.1 million in cash and issued immediately exercisable warrants to purchase an
aggregate of 100,000 shares of common stock with an exercise price of $.01 per share. The amount was
recorded as a deferred financing cost included in other assets on its balance sheet for the period ended
December 31, 2001, and will be recognized as interest expense over the term of the debt. In accordance with
EITF 00-19, “Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a
Company’s Own Stock”, we will mark the value of these warrants to market at the end of each reporting
period.

On November 26, 2001, we sold all of the outstanding shares of stock of our subsidiary eStudentLoan,
Inc. In connection with the sale of eStudentLoan, we entered into an agreement with Reservoir Capital
Partners, L.P. which provides that none of the proceeds of such sale would need to be used to mandatorily
prepay our credit facility. We also agreed that (i) on the 26th day of each month, the amount of the term
loans deemed outstanding under the credit facility shall be increased by $3500 for each day during the
preceding month when the amount of the outstanding term loans under the credit facility exceeded
$7.5 million, and (ii) the lenders would receive additional warrants to purchase shares of our common stock,
at a purchase price of $0.01 per share, which would be exercisable on the 26th day of each month for an
aggregate of 500 shares (subject to adjustment) for each day during the preceding month when the amount of
the outstanding term loans under the credit facility exceeded $7.5 million. As of December 31, 2001, the
shares available for exercise were 135,000. The fair value of the warrants has been recorded as a deferred
financing cost and included in other assets on our balance sheet and will be recognized as interest expense over
the term of the debt.
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As of December 31, 2001, the Company has reserved 5,129,667 shares of its common stock for the
exercise of these warrants.

9. Stock Awamﬂ] Plans
1995 Stock Option Plan

In 1995, the Board of Directors of UNI adopted the 1995 Stock Option Plan (the “1995 Plan”)
authorizing the issuance of incentive and non-qualified options and UNI common stock to select employees
and non-employees. Options granted under the 1995 Plan expire in ten years or less. The vesting terms were
set by the 1995 Plan’s administrator, and were generally established with monthly vesting over periods of four
years, including cliff vesting at the end of the first year of 25%. Stock option activity under this plan is reflected
in the table below.

1996 Stock Optior Plan

In 1996, the Board of Directors of UNI adopted the 1996 Stock Option Plan (the “1996 Plan”)
authorizing the issuance of incentive and non-qualified stock to eligible employees. Options granted under the
1996 Plan expire in ten years or less. The vesting terms were set by the 1996 Plan’s administrator, and were
generally established with monthly vesting over a four-year period and cliff vesting at the end of the first year
of 25%. Stock option activity under this plan is reflected in the table below.

1998 Srock Incemtive Plan

Under the 1998 Incentive Stock Plan, the Board of Directors may award options and restricted stock or
other stock-based awards. Incentive stock options may not be granted at less than the fair market value of the
Company’s common stock at the date of grant, for a term not to exceed ten years and generally vesting over a
four-year period. The exercise price under each non-qualified stock option shall be specified by the Board of
Directors. Awards made under the 1998 Stock Plan may be made at the discretion of the Board of Directors
with terms to be defined therein.

On April 5, 1999, the Board approved an amendment to the 1998 Stock Plan, which the stockholders
approved in May 1999, providing for the issuance of up to an aggregate 7,500,000 shares of the Company’s
common stock to eligible employees, officers, the Board of Directors with terms to be defined therein.

On May 19, 2000, the Board dpproved an amendment to the 1998 Stock Plan, which the stockholders
approved in May 2000, providing for an increase in the number of shares of common stock issuable under the
plan from 7,500,000 to 9,500,000 shares.

On March 5, 2001, the Board approved an amendment to the 1998 Stock Plan, which the stockholders
approved in May 2001, providing for an increase in the number of shares of common stock issuable under the
plan from 9,500,000 shares to 12,000,000 shares.

During 1998, the Company granted stock options to purchase 2,313,000 shares of its common stock with
an exercise price of $0.33 per share. During 1999, the Company granted stock options to purchase 47,550
shares of its common stock with an exercise price of $1.87 per share. During 1998 and 1999, the Company
recorded deferred compensation of $4.2 and $0.2 million, respectively, representing the differences between
the estimated fair market value of the common stock on the date of grant and the exercise price. During 1999,
2000 and 2001 the Company recorded compensation expense relating to these options totaling $1.1, $0.8 and
$0.3 million, respectively. Compensation relating to options which vested immediately upon grant was
expensed in full at the date of grant, while compensation related to options which vest over time was recorded
as a component of stockholders’ equity (deficit) and is being amortized over the vesting periods of the related
options. In 1999, 2000 and 2001, as a result of employee terminations, deferred compensation related to
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certain of these options was reduced by approximately $0.3, $0.7 and $0.2 million, respectively. Had
compensation cost for the Company’s option grants been determined based on the fair value at the date of
grant consistent with the method prescribed by SFAS No. 123, the Company’s net loss and net loss per share
would have increased to the pro forma amounts indicated below:
Year ended December 31,
1999 2000 2001
(In theusands, except per share data}

Net loss:
Asreported ... e $(19,871) $(28,722) $(35,788)
Proforma........coiiiinniii e (22,082)  (33,739)  (42,004)
Basic and diluted net loss per share:
AsTeported ... ... (0.72) (0.79) (0.80)
Proforma.... ... ... (0.81) (0.92) (0.92)

Because additional option grants are expected to be made subsequent to December 31, 2001 and because
most options vest over several years, the pro forma effects of applying the fair value method may be material to
the results of operations in future years. The weighted average grant date fair values of options granted during
1999, 2000 and 2001 were $6.43, $1.96 and $2.08, respectively.

Under SFAS No. 123, the fair value of each employee option grant is estimated on the date of grant using
the Black-Scholes option pricing model with the following weighted-average assumptions used for grants
made during the years ended December 31, 1999, 2000 and 2001: no dividend yield; risk free interest rates of
5.25%, 5.35% and 5.10%, respectively; 97%, 100% and 88% volatility in 1999, 2000 and 2001, respectively, and
an expected option term of 6 years for each of the three years.

Stock option activity under the Company’s option plans since January 1, 1998 is as follows:

QOutstanding Options

1999 2009 2081

Weighted Average Weighted Average Weighted Average

Number of Exercise Number of Exercise Number of Exercise
Shares Price Shares Price Shares Price

Qutstanding — beginning of year . ............. 2,375,073 $ 0.41 3,883,445  $7.07 6,490,830  $5.75
Granted, at fairvalue ..................... 2,842,299 10.05 4,974,703 4,75 1,440,160 2.14
Granted, at below fairvalue ................ 47,550 1.87 —_ — 294,350 1.88
Granted, at above fair value ................ — — — — 636,193 2.06
Exercised.......... ... ..., (1,053,005) 0.44 (457,281) 0.44 (118,606)  0.33
Canceled ..........o i (328,472) 499  (1,910,037) 7.27  (2,333,780) 5.51
QOutstanding at December 31,................. 3,883,445 $ 7.09 6,490,830  $5.75 6,409,147  $4.58
Exercisable at December 31, ................. 495443 §$ 4.11 678,294  $7.48 2,562,486  $5.18

As of December 31, 2001, 4,144,244 shares were available for grant under the 1998 Stock Plan.
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The following table summarizes information about stock options outstanding at December 31, 2001:

Options Outstanding Options Exercisable
Weighted Weighted Number of
Number Average Average Shares Exercisable

Qutstanding as of Remaining Life Exercise as of Weighted Average

December 31, 2001 (Years) Price December 31, 2001 Exercise Price
$0.33-3 161 ........ 360,913 7.72 $ 0.67 131,980, $ 042
$1.70-$ 173 ........ 754,150 9.61 $ 1.73 — $ —
$1.75-$ 210........ 690,214 9.48 $ 2.03 179,997 $ 2.01
$2.13-$3.06........ 944,827 8.76 $ 2.85 638,227 $ 293
$3.12-%$ 356........ 207,679 8.72 $ 349 47,805 $ 3.51
$3.75-8375........ 888,544 2.50 $ 375 427,222 $ 3.75
$3.81-$500........ 336,251 8.48 $ 4.61 133,504 . $ 469
$525-$ 563........ 716,085 2.67 $ 5.62 308,867 $ 5.61
$5.70-$ 801 ........ 789,456 8.11 $ 7.50 305,256 $ 7.56
$8.25-8$2225...... .. 721,028 1.37 $11.35 389,628 $11.43

6,409,147 2,562,486

1999 Employee Stock Purchase Plan

On April 5, 1999, the Board of Directors authorized, which the stockholders approved in May 1999, the
1999 Employee Stock Purchase Plan (the “Purchase Plan”). The Purchase Plan provides for the issuance of
up to 450,000 shares of the Company’s common stock to eligible employees. Under the Purchase Plan, the
Company is authorized to make one or more offerings during which employees may purchase shares of
common stock through payroll deductions made over the term of the offering. The per-share purchase price at
the end of each offering is equal to 85% of the closing price of the common stock at the beginning or end of the
offering period (as defined by the Purchase Plan), whichever is lower. During 2000, 63,964 shares of the
Company’s common stock were purchased under the Purchase Plan at $2.60 per share and 81,674 shares of
the Company’s common stock were purchased under the Purchase Plan at $3.03 per share. During 2001,
87,919 shares of the Company’s common stock were purchased under the Purchase Plan at $2.13 per share
and 80,527 shares of the Company’s common stock were purchased under the Purchase Plan at $1.02 per
share.

10. Hnmme Taxes

The Company accounts for income taxes in accordance with the provisions of SFAS 109, “Accounting
for Income Taxes”. Under SFAS 109, a deferred tax asset or liability is recorded for all temporary differences
between book and tax reporting of assets and liabilities. A deferred tax valuation allowance is required if it is
more likely than not that all or a portion of any deferred tax assets will not be realized. At December 31, 2001,
the Company has available net operating losses (NOL’s) of approximately $93.6 million that are available to
offset future taxable income through 2020. If substantial changes in the Company’s ownership should occur,
as defined by Section 382 of the Internal Revenue Code, there could be annual limitations on the amount of
carryforwards, which can be realized in future periods. Due to the uncertainty surrounding the Company’s
ability to realize these NOL’s and the Company’s other deferred tax assets, a full valuation allowance has been
placed against the otherwise recognizable tax asset. '
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The approximate income tax effect of each type of temporary difference and carryforwards is as follows:
December 31,

2000 2001
Deferred tax assets:

Deferred TEVENUE .« ..o\ttt e $ 1,060 $ 3211
Net operating loss carryforwards ......... ... ... . ... ..t 20,936 93,567
INON CUITENE @SS o . v vttt e e et et et e 497 5,521
ACCTUALS . .o 2,666 3,703
OtheT . o e 148 24
Total deferred tax assets . ..........unr .. 25,307 106,026
Deferred tax asset valuation allowance ............................. (25,307) $(106,026)
$ — 3 —

The Company’s net operating loss carryforwards increased from 2000 to 2001 due to the Company’s net
loss for 2001 and accrual to tax return adjustments.

A reconciliation of the federal statutory rate to the effective rate as of December 31, 2001 is as follows:

Year Ended
December 31,
_ 2001

Federal statutory Tate ... ... ...ttt i e e e e (34.0)%
State taxes, net of federal benefit .......... ... ... . (4.1 %
Nondeductible amortization . . ......ovue ittt i e 3.3%
DHSPOSItIONS . . ..ttt ettt e e e e e e (3.9)Y%
Increase in valuation allowance ......... ... ... . . . . i 40.1%
Other .. e _(0.2)%

Effective rate ... . 0.6%

1. Employee Savings Plan

During 1998, the Company adopted an employee retirement savings plan under Section 401({k) of the
Internal Revenue Code, which covers substantially all employees. Under the terms of the 401(k) Plan,
employees may contribute a percentage of their salary, up to a maximum of 20%. The Company contributed
$0.1, $0.2 and $0.2 million to the 401(k) Plan on behalf of its employees during 1999, 2000 and 2001,
respectively.

12, Related Party Transaction

Effective May 15, 2000, the Company entered into an Affiliate and E-Commerce Agreement with
Princeton Review Publishing, LLC, and The Princeton Review Management, LLC (“TPR”). Princeton
Review Publishing, LLC is a stockholder of the Company and one of its officers and equity holders is a
member of the Company’s Board of Directors. Under the agreement, TPR pays the Company a fee to
participate in the Student Advantage network by placing the Student Advantage logo and content on The
Princeton Review’s review.com website. In addition, TPR will provide discounts as part of the Student
Advantage Membership Program and market the discount to high school, college and university students.
Additionally, under the agreement the Company pays TPR a fee in exchange for exclusive advertising sales
responsibilities for the review.com website. The agreement expires on June 15, 2002. The Company recorded
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revenue of $0.8 million and expense of $0.7 million related to this agreement during the year ended
December 31, 2001.

In 2001, Raymond V. Sozzi, Jr., our Chairman and CEQ, advanccd on aggregate of $277,000 to the
Company, all of which was repaid in 2001 without interest.

13. Commitments and Contingencies

Lease Commitments

The Company leases its operating facility and certain office equipment under noncancelable operating
lease agreements. Rent expense under these leases for the years ended December 31, 1999 2000 and 2001
totaled approx1mately $1.5, $1.9 and $2.1 million, respectively.

As a result of the Company’s acquisitions of or purchases of certain assets from ScholarAid and
CollegeClub during 2000 and OCM Direct, CarePackages.com and Edu.com in 2001, the Company assumed
certain capital leases of computer equipment. Initial lease terms range from 3 to 5 years.

Future minimum lease payments under noncancelable operating and capital leases at December 31, 2001
are as follows (in thousands):

Year ending December 31, Capital leases Operating leases
2000 L $1,488 $ 3,580
2002 L e 739 2,711
2003 32 2,341
2004 L 21 1,979
2005 L 8 960
Thereafter. . ... i e 190
Total minimum lease payments. ..........coverieinennaen... $2,289 $11,761
Less: Imputed interest (at rates from 2.03% to 42.83%) ......... (157)

Present value of net minimum lease payments ................. 2,132

Less: Current portion . .......iti it ineaenns (1,368)

Long-term portion of obligations ... .......................... $ 764

Legal Proceedings

The Company is from time to time subject to legal proceedings and claims that arise in the normal course
of its business. In the opinion of management, the amount of ultimate liability with respect to these actions
will not have a material adverse effect on the Company’s financial position or results of operations.

14. Restructuring Charge

In the quarter ended December 31, 2001, the Company recorded a $4.9 million charge in connection with
a restructuring of the Company’s operations. Included in the $4.9 million charge is $1.3 million related to a
reduction in staff of approximately 15% of the Company’s total employees and $3.6 million in charges related
to operating leases for office space no longer utilized in our current operations.

As of December 31, 2001, $3.3 million in restructuring charges related to the facility lease costs are
accrued and unpaid.
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A rollforward of the restructuring accrual is as follows:

Deductions for cash

Balance at Charged to Costs payments and nomn- Balance at
Beginning of Pericd and Expenses cash items End of Period
Accrual for Restructuring
Charge .............. $— $4,8394 $(1,622) - $3,.272

15. Quarterly Financial Data

The following table sets forth unaudited quarterly statement of operations data for each of the four
quarters in the years ended December 31, 2000 and 2001. In the opinion of management, the unaudited
financial statements have been prepared on a basis consistent with the audited financial statements and
include all adjustments, which are only normal recurring adjustments, necessary for a fair presentation of the
financial position and results of operations for the unaudited periods. The results of operations for any quarter
are not necessarily indicative of the results of operations for any future period.

The increase in revenue in the third quarter of 2001 is due to the seasonality of the OCM Direct business
which was acquired during 200C1.
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All revenue for the Company has been generated in the United States, therefore no geographic disclosure

is required.

Revenue
Student services

Corporate and university solutions . . . .
Total revenue....................

Costs and expenses
Cost of student services revenue

Cost of corporate and university

solutions revenue. ................
Product development

‘Sales and markcting

General and administrative ..........
Depreciation and amortization. . ......
Impairment of long-lived assets. ......

Restructuring charges

Total costs and expenses

Loss from operations

Equity interest in edu.com net loss......

Realized gain (loss) on write-off of
investment

Interest income (expense), net

Net Loss before Income Taxes
Provision for Income Taxes

Net loss

Basic and diluted net loss per share

Shares used in computing basic and
diluted net loss per share

16. Segment Disclosure

Quarter Ended

March 31,  June 30, Sept. 30, Dec. 31, March 31, June 30, Sept. 30, Dec. 31,

< 2000 2000 2000 2000 2001 2001 2001 2001

(restated) (restated) (restated) (restated)

(unaudited, in thousands)

3 6,963 $ 7,39} $ 7,070 $ 6,675 $ 9,038 $10,416 $20,104 § 12,023
4,179 4,172 5,573 5,991 4,170 3,145 2,835 3,633
11,142 11,563 12,643 12,666 13,208 13,561 22,939 15,656
2,883 2,724 2,128 2,528 1,810 2,831 7,185 4,576
2,229 2,177 3,225 2,298 2,437 i 1,571 1,330 1,732
3,823 4,011 4,625 5918 5,821 4,757 3,796 2,825
4,786 4,524 4,324 4,246 6,049 6,480 9,540 5,532
2,341 2,646 2,438 3,771 2,830 2,908 2,892 2,622
1,007 1,436 1,504 2,435 2,711 3,628 3,940 3,666

— — — — — — — 1,916

— — — — — — —  48%

17,069 17,518 18,244 21,196 21,658 22,175 28,683 27,763

(5927)  (5955) (5,601) (8,530) (8,450) (8,614) (5744) (12,107)
(944) (944) (944) (944) (495)

— — — (367) - — — 1,220

473 396 374 191 (70) 222 (569) (974)

—_ — — — — — — (11,861)

— — — — — — — 207

$(6,398) $(6,503) $(6,171) $(9,650) $(5,015) $(8,392) $(6,313) $(12,068)

$ (0.18) $ (0.18) $ (0.17) $ (0.25) $ (0.23) § (0.18) $ (0.13) $ (0.25)
35,590 35,980 36,170 38,446 39,663 45,508 47,209 47,368

In accordance with SFAS 131, the Company views its operations and manages its business as one

segment.

17. Other Firancing

In February 2002, our subsidiary, OCM Direct and its two subsidiaries, CarePackages, Inc. and
Collegiate Carpets, Inc. entered into a revolving loan agreement with Bank of America providing for a
$5.0 million loan facility. The interest rate under the facility is LIBOR plus 2.5 percent and the facility is
secured by all of the assets of OCM Direct and its two subsidiaries. The Company provided an unsecured
guaranty of the obligations of its three subsidiaries to Bank of America. The maturity date of the loan is
January 31, 2003, provided that OCM Direct is required to repay all amounts outstanding under the loan for a
period of 30 consecutive days between August 1 and October 1, 2002. As of March 28, 2002, the principal
amount of borrowings under the Bank of America revolving loan facility is $4.9 million.

69




STUDENT ADVANTAGE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In connection with the Bank of America borrowing, the Company agreed with Reservoir Capital Partners
and its two affiliate senior lenders (the “Reservoir Lenders™) that the Reservoir Lenders would consent to the
Company’s guaranty of the obligations to Bank of America, release OCM Direct, CarePackages and
Collegiate Carpets (the “Subsidiaries”) from their guaranty obligations of the Company’s obligations to the
Reservoir Lenders and also release the Reservoir Lenders’ lien on the Subsidiaries’ assets, and waive certain
financial covenants in the underlying loan agreements with the Company until March 30, 2002. The parties
also agreed that in the event that the Bank of America loan went into default, that default would also
constitute an event of default under the agreements with the Reservoir Lenders and that, under such
circumstances, the Reservoir Lenders could purchase that loan from Bank of America and the borrowings
would be deemed as borrowings under the Reservoir Lenders’ agreements. In addition, the consent from the
Reservoir Lenders provided that the amount of available revolving loan borrowings, currently $5.0 million,
would be reduced, on April 13, 2002, to the actual amount of revolving loan borrowings on such date. In
consideration for the consent, the Company agreed to pay the Reservoir Lenders $0.2 million on April 15,
2002. If by April 15, 2002, Bank of America agrees to allow the borrowing Subsidiaries to guarantee the
obligations of the Company to the Reservoir Lenders, the fee will be reduced to $0.1 million. In addition, the
Company has agreed with the Reservoir Lenders to pay additional fees of $0.1 million if the total amounts of
all loans extended by the Reservoir Lenders exceeds $10.0 million on April 15, 2002 and additional fees of
from $50,000 to $0.1 million if the amounts of the revolving borrowings from the Reservoir Lenders exceed
$2.5 million April 15, 2002. The Reservoir Lenders have the right to elect to take such payments in the form
of warrants to purchase common stock, with an exercise price of $.01 per share, at the rate of one warrant for
each dollar of fees. As of March 28, 2002, the principal amount of borrowings under the Reservoir revolving
loan facility is $15.2 million '
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Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

None

PART III

Ttem 10, Directors and Executive Officers of the Registrant

The information regarding directors and compliance with Section 16(a) of the Securities and Exchange
Act of 1934, as amended, required by Item 10 is incorporated by reference from the Company’s definitive
proxy statement for its Annual Meeting of Stockholders for the year ended December 31, 2001 (the “2001
Proxy Statement”). The information regarding executive officers of the Company is included in Part I of this
Annual Report on Form 10-K under the section captloned “Executive Officers of the Registrant”.
Item 11. Executive Compensation

The information required by Item 11 is incorporated by reference from the 2001 Proxy Statement. The
information specified in Item 402(k) and (1) of Regulatlon S K and set forth in the 2001 Proxy Statement is
not incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

The information required by Item 12 is incorporated by reference from the 2001 Proxy Statement.

Item 13, Certain Relationships and Related Transactions.

The information required by Item 13 is incorporated herein by reference from the 2001 Proxy Statement.
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K.
(a) (1) List of Financial Statements

The following are the consolidated financial statements of Student Advantage, Inc. and its subsidiaries
appearing elsewhere herein:

1

Reports of Independent Public Accountants

Consolidated Balance Sheets as of December 31, 2000 and 2001

Consolidated Statements of Operations for the years ended December 31, 1999, 200() and 2001
Consolidated Statements of Changes in Redeemable Convertible Preferred

Stock and Stockholders’ Equity for the years ended December 31, 1999, 2000 and 2001
Consolidated Statements of Cash Flows for the years ended December 31, 1999, 2000 and 2001

(a) (2) List of Schedules

All schedules to the consolidated financial statements are omitted because they are not applicable, not
required, or the information required is included in the financial statements or notes thereto.

(2) (3) Exhibits

The Exhibits that are filed with this report or that are incorporated by reference herein are set forth in the
Exhibit Index hereto.

(b) Reports on Form 8-K

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,
on April 1, 2002.

STUDENT ADVANTAGE, INC.

By: /s/ RavYMoND V. Sozzi, JR.

Raymond V. Sozzi, Jr.
Chairman of the Board of Directors,
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant in the capacities indicated and on the dates indicated.

Signature Title Date
/s/ RavyMoND V. Sozzi, Jr. Chairman of the Board of Directors, April 1, 2002
Raymond V. Sozzi, Jr. President and Chief Executive Officer
(Principal Executive Officer)
/s/ KENNETH S. GOLDMAN Executive Vice President, Chief Financial  April 1, 2002
Kenneth S. Goldman ‘ Officer and Treasurer (Principal

Financial and Accounting Officer)

/s/ JoHN M. CONNOLLY Director o April 1, 2002
John M. Connolly

/s/  WILLIAM S. KAISER Director April 1, 2002
William S. Kaiser

/s/ JOHN S. KATZMAN Director ‘ April 1, 2002
John S. Katzman

/s/  MAaRrc J. TURTLETAUB Director April 1, 2002
Marc J. Turtletaub

/s/ CHARLES E. YOUNG Director April 1, 2002
Charles E. Young
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Exhibit
Neo.

3.1

3.2
10.1
10.2

10.3

10.4

10.5

10.6+

10.7%

10.8

10.9%

10.10

10.11

10.12

10.13

10.14

Exhibit Index

Description

Amended and Restated Certificate of Incorporation of the Registrant. (incorporated herein by
reference from the Registrant’'s Annual Report on Form 10-K for the year ended December 31,
1999).

Amended and Restated By-Laws of the Registrant, as amended. (incorporated herein by reference
from the Registrant’s Annual Report on Form 10-K for the year ended December 31, 1999).

1998 Stock Incentive Plan, as amended (incorporated herein by reference from the Registrant’s
Definitive Proxy Statement on Schedule 14A filed on April 4, 2001).*

1999 Employee Stock Purchase Plan (incorporated herein by reference from the Registrant’s
Registration Statement on Form S-1 (File No. 333-75807)).*

Form of Indemnification Agreement between the Registrant and each of its directors and officers
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-1 (File
No. 333-75807)).*

Investor Rights Agreement, dated as of October 20, 1998, among the Registrant and certain
stockholders (incorporated herein by reference from the Registrant’s Registration Statement on
Form S-1 (File No. 333-75807)).%

Employment Agreement, dated March 25, 1996, between the Registrant and Raymond V. Sozzi, Jr.,
as amended by First Amendment to Employment Agreement, dated as of October 20, 1998
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-1 (File
No. 333-75807)).*

Agreement, effective as of February 1, 1997, between AT&T Communications, Inc. and the
Registrant (incorporated herein by reference from the Registrant’s Registration Statement on
Form S-1 (File No. 333-75807)).

Marketing Agreement, effective February 1, 1998, between AT&T Corp. and the Registrant
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-1 (File
No. 333-75807)).

Notice of AT&T’s Election to Extend Agreements, dated July 14, 1998 (incorporated herein by
reference from the Registrant’s Registration Statement on Form S-1 (File No. 333-75807)).

Letter Agreement, dated May 20, 1999, between AT&T Communications, Inc. and the Registrant
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-1 (File
No. 333-75807)).

Leases for premises at 280 Summer Street, Boston, Massachusetts (incorporated herein by reference
from the Registrant’s Registration Statement on Form S-1 (File No. 333-75807)).

Sublease, dated as of May 20, 1999, between the Registrant and Morrison, Mahoney & Miller, LLP
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-1 (File
No. 333-92367)).

Investment Agreement, dated March 25, 1996, between the Registrant and Princeton Review
Publishing, L.L.C. (incorporated herein by reference from the Registrant’s Registration Statement on
Form S-1 (File No. 333-75807)).

Letter Agreement, dated September 8, 1997, between the Registrant and Princeton Review
Publishing. (incorporated herein by reference from the Registrant’s Registration Statement on
Form S-1 (File No. 333-75807)).

Letter Agreement, dated October 20, 1998, between the Registrant and Princeton Review Publishing,
L.L.C. (incorporated herein by reference from the Registrant’s Registration Statement on Form S-1
(File No. 333-75807)).

74




Exhibit
No.

10.15

10.16

10.17%

10.18+

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Description

Mailing and Fulfillment Services Agreement, dated August 8, 1996, between the Registrant and Aero
Fulfillment Services (incorporated herein by reference from the Registrant’s Registration Statement
on Form S-1 (File No. 333-75807)).

Common Stock Purchase Warrant, dated July 21, 1999 issued to Lycos, Inc. (incorporated herein by
reference from the Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2000).

First Amendment to Marketing Agreement between AT&T Corp and the Registrant, effective as of
April 21, 2000 (incorporated herein by reference from the Registrant’'s Quarterly Report on
Form 10-Q for the quarter ended March 31, 2000).

Marketing and Membership Agreement between AT&T Corp. and the Registrant, effective June 8,
2000 (incorporated herein by reference from the Registrant’s Quarterly Report on Form 10-Q for the
guarter ended June 30, 2000).

Common Stock Purchase Warrant, Number 6, dated October 27, 2000, issued to At Home
Corporation (incorporated herein by reference from the Registrant’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2000).

Common Stock Purchase Warrant, Number 7, dated October 27, 2000, issued to At Home
Corporation (incorporated herein by reference from the Registrant’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2000).

Common Stock Purchase Warrant, Number 8, dated October 27, 2000, issued to Hare & Co. f/b/o
John Hancock Small Cap Value Fund (incorporated herein by reference from the Registrant’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2000).

Common Stock Purchase Warrant, Number 9, dated October 27, 2000, issued to Hare & Co. f/b/o
John Hancock Small Cap Value Fund (incorporated herein by reference from the Registrant’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2000).

Registration Rights Agreement, dated as of May 1, 2001, by and between Student Advantage, Inc.
and Jennison Associates LLC as subadviser for the Prudential Small Company Fund, Inc.
(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated May 1,
2001 filed on May 4, 2001).

Common Stock Purchase Warrant, dated May 1, 2001, issued to Jennison Associates LLC as
subadviser for the Prudential Small Company Fund, Inc. (incorporated herein by reference from the
Registrant’s Current Report on Form 8-K dated May 1, 2001 filed on May 4, 2001).

Registration Rights Agreement, dated as of May 1, 2001, by and between Student Advantage, Inc.
and Jennison Associates LLC as subadviser for The Prudential Insurance Company of America
Variable Contract Account — 6 (incorporated herein by reference from the Registrant’s Current
Report on Form 8-K dated May 1, 2001 filed on May 4, 2001).

Common Stock Purchase Warrant, dated May 1, 2001, issued to Jennison Associates LLC as
subadviser for The Prudential Insurance Company of America Variable Contract Account - 6
(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated May 1,
2001 filed on May 4, 2001).

Registration Rights Agreement, dated as of May 1, 2001, by and between Student Advantage, Inc.
and Greylock IX Limited Partnership (incorporated herein by reference from the Registrant’s
Current Report on Form 8-K dated May 1, 2001 filed on May 4, 2001). ‘

Common Stock Purchase Warrant, dated May 1, 2001, issued to Greylock IX Limited Partnership

(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated May 1,
2001 filed on May 4, 2001).
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Exhibit
No.

10.29

10.30

1031

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

10.42

Description

Registration Rights Agreement, dated as of May 1, 2001, by and between Student Advantage, Inc.
and Baystar Capital, L.P. (incorporated herein by reference from the Registrant’s Current Report on
Form 8-K dated May 1, 2001 filed on May 4, 2001).

Common Stock Purchase Warrant, dated May 1, 2001, issued to Baystar Capital, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated May 1, 2001 filed on
May 4, 2001 ).

Registration Rights Agreement, dated as of May 1, 2001, by and between Student Advantage, Inc.
and Baystar International, Ltd. (incorporated herein by reference from the Registrant’s Current
Report on Form 8-K dated May 1, 2001 filed on May 4, 2001).

Common Stock Purchase Warrant, dated May 1, 2001, issued to Baystar International, Ltd.
(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated May 1,
2001 filed on May 4, 2001).

Common ‘Stock Purchase Warrant, dated May 10, 2001, issued to Edu.com, Inc. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated May 10, 2001 filed on
May 16, 2001). ‘

Common Stock Purchase Warrant, dated May 10, 2001, issued to Edu.com, Inc. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated May 10, 2001 filed on
May 16, 2001).

Registration Rights Agreement, dated as of June 25, 2001, by and among Student Advantage, Inc.
and Devin A. Schain, Michael S. Schoen, Paul D. Bogart, Howard S. Dumhart, Jr. and Steven L.
Matejka (incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated
June 23, 2001 filed on July 10, 2001).

Loan Agreement, dated as of June 25, 2001, by and among Student Advantage, Inc., the subsidiaries
of Student Advantage, Inc., and Reservoir Capital Partners, L.P., Reservoir Capital Associates, L.P.,
Reservoir Capital Master Fund, L.P. (incorporated herein by reference from the Registrant’s Current
Report on Form 8-K dated June 25, 2001 filed on July 10, 2001).

Security Agreement, dated as of June 25, 2001, by and among Student Advantage, Inc., the
subsidiaries of Student Advantage, Inc., and Reservoir Capital Partners, L.P., as administrative agent
(incorporated herein by reference from the Reglstrant s Current Report on Form 8-K dated June 25,
2001 filed on July 10, 2001).

Warrant Agreement, dated as of June 25, 2001, by and among Student Advantage, Inc., Reservoir
Capital Partners, L.P., Reservoir Capital Associates, L.P., Reservoir Capital Master Fund, L.P.
(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated June 25,
2001 filed on July 10, 2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Partners, L.P. (incorporated herein
by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on July 10,
2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Master Fund L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001 ).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Associates, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Term Warrant, dated June 235, 2001, issued to Reservoir Capital Partners, L.P. (incorporated herein
by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on July 10,
2001).
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Exhibit
No.

10.43
10.44
10.45
10.46
10.4‘7
10.48
10.49
10.50

10.51

10.52

10.53

10.54

10.55

Description

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Master Fund, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Associates, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Partners, L.P. (incorporated herein
by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on July 10,
2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Master Fund, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Term Warrant, dated June 25, 2001, issued to Reservoir Capital Associates, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form §-K dated June 25, 2001 filed on
July 10, 2001). :

Revolving Warrant, dated June 25, 2001, issued to Reservoir Capital Partners, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Revolving Warrant, dated June 25, 2001, issued to Reservoir Capital Master Fund, L.P.
(incorporated herein by reference from the Registrant’s Current Report on Form 8-K dated June 25,
2001 filed on July 10, 2001).

Revolving Warrant, dated June 25, 2001, issued to Reservoir Capital Associates, L.P. (incorporated
herein by reference from the Registrant’s Current Report on Form 8-K dated June 25, 2001 filed on
July 10, 2001).

Amendment to Loan Agreement, dated as of September 28, 2001, between the Registrant and
Reservoir Capital Partners, L.P.(amending the Loan Agreement by and among Student Advantage,
Inc., the subsidiaries of Student Advantage, Inc., and Reservoir Capital Partners, L.P., Reservoir
Capital Associates, L.P. and Reservoir Capital Master Fund, L.P.) (incorporated herein by reference
from the Registrant’s Registration Statement on Form S-3 (File No. 333-75488).

Amendment No. 2, dated as of November 6, 2001, among the Registrant, the subsidiaries of Student
Advantage, Inc., and Reservoir Capital Partners, L.P., Reservoir Capital Associates, L.P. and
Reservoir Capital Master Fund, L.P. (amending the Loan Agreement by and among Student
Advantage, Inc., the subsidiaries of Student Advantage, Inc., and Reservoir Capital Partners, L.P.,
Reservoir Capital Associates, L.P. and Reservoir Capital Master Fund, L.P.) (incorporated herein by
reference from the Registrant’s Registration Statement on Form S-3 (File No. 333-75488)).

First Amendment to Warrant Agreement, dated as of November 6, 2001, among the Registrant and
Reservoir Capital Partners, L.P., Reservoir Capital Associates, L.P. and Reservoir Capital Master
Fund, L.P. (amending the Warrant Agreement by and among Student Advantage, Inc. and Reservoir
Capital Partners, L.P., Reservoir Capital Associates, L.P. and Reservoir Capital Master Fund, L.P.)
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-3 (File
No. 333-75488)). ‘

Term Warrant, dated November 6, 2001, issued to Reservoir Capital Partners, L.P. (incorporated
herein by reference from the Registrant’s Registration Statement on Form S-3 (File No. 333-75488).

Term Warrant, dated November 6, 2001, issued to Reservoir Capital Master Fund, L.P.
(incorporated herein by reference from the Registrant’s Registration Statement on Form S-3 (File
No. 333-75488)).
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Exhibit
No.

10.56

10.57

10.58

10.59

10.60

10.61

10.62

10.63

10.64
21
23.1
23.2
99.1

BN

Description

Term Warrant, dated November 6, 2001, issued to Reservoir Capital Associates, L.P. (incorporated
herein by reference from the Registrant’s Registration Statement on Form S-3 (File
No. 333-75488)).

Letter Agreement, dated November 26, 2001, among the Registrant and Reservoir Capital Partners,
L.P. (incorporated herein by reference from the Registrant’s Registration Statement on Form S-3
(File No. 333-75488)).

Warrant, dated November 26, 2001, issued to Reservoir Capital Partners, L.P. (incorporated herein
by reference from the Registrant’s Registration Statement on Form S-3 (File No. 333-75488)).

Warrant, dated November 26, 2001, issued to Reservoir Capital Master Fund, L.P. (incorporated
herein by reference from the Registrant’s Registration Statement on Form S-3 (File
No. 333-75488)).

Warrant, dated November 26, 2001, issued to Reservoir Capital Associates, L.P. (incorporated herein
by reference from the Registrant’s Registration Statement on Form S-3 (File No. 333-75488)).

Amendment No. 3, dated as of February 14, 2002, among the Registrant, the subsidiaries of Student
Advantage, Inc., and Reservoir Capital Partners, L.P., Reservoir Capital Associates, L.P. and
Reservoir Capital Master Fund, L.P. (amending the Loan Agreement by and among Student
Advantage, Inc., the subsidiaries of Student Advantage, Inc., and Reservoir Capital Partners, L.P.,
Reservoir Capital Associates, L.P. and Reservoir Capital Master Fund, L.P.}).

Revolving Line of Credit Loan Agreement and Security Agreement, dated February 13, 2002 by and
among OCM Direct,, Inc., CarePackages, Inc., Collegiate Carpets, Inc. and Bank of America, N.A.

Letter Agreement, dated February 13, 2002, by and among OCM Direct, Inc., CarePackagcs Inc.
and Collegiate Carpets, Inc.

Guaranty by the Registrant, dated February 13, 2002, in favor of Bank of America, N.A.
Subsidiaries of the Registrant.

Consent of Arthur Andersen LLP.

Consent of PricewaterhouseCoopers LLP

Letter to Commission Pursuant to Temporary Note 3T

i Confidential treatment previously granted by the Securities and Exchange Commission as to certain

portions, which portions are omitted and filed separately with the Securities and Exchange Commission.

* Management contract or compensatory plan or arrangement filed as an Exhibit to this form pursuant to
Items 14(a) and 14(c) of Form 10-K.
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Board Members

Raymond V. Sozzi, Jr. Chairman of the Board, President & CEO, Student Advantage, Inc.
John M. Connolly GM, Strategy & Change Consulting, IBM Global Svcs.

William S. Kaiser General Partner, Greylock Partners

iohn S. Katzman Founder & CEQ, The Princeton Review, Inc.

Marc J.Turtletaub Founder, Deep River Ventures

Charles E. Young President, University of Florida

Executive Management

Raymeond V. Sozzi, Jr. Chairman of the Board, President & CEQO
Kenneth S. Goldman CFO & Treasurer

Jay P. Summerait COO

Craig R. Macfarlane CTO

Heather L. Lourie VP, Corporate Development

Kevin M. Roche VP, Human Resources

Michael J. Phelan VP, Corporate Marketing & Partnerships

Corporate Info

investor Information
617.880.7737 or 888.825.STAD
IR@studentadvantage.com

www.studentadvantage.comfinvestor

Headquarters
280 Summer Street

Boston, MA 02210

617.912.2000
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